..D-A149  811 


UNCLASSIFIED 


AN  ECONOMIC  ANALVSIS  OF  UNITED  STATES  ASSISTANCE  TO 
SELECTED  LESS  DEVELOPED  COUNTRIES(U)  AIR  FORCE  RCADEHV 
CO  M  J  HEIDfl  ET  AL.  JUL  82  USAFA-TR-84-10 


AD- A 149  811 


USAFA-TR-84-10 


AN  ECONOMIC  ANALYSIS  OF  UNITED  STATES 
ASSISTANCE  TO  SELECTED  LESS  DEVELOPED 

COUNTRIES  /  \nj) 


COLONEL  WILLIAM  J.  WEIDA 
AND 

MAJOR  FRANKLIN  L.  GERTCHER 


OFFICE  OF  THE  SECRETARY  OF  DEFENSE 

INTERNATIONAL  ECONOMIC  AND  ENERGY  AFFAIRS 

AND 

DEPARTMENT  OF  ECONOMICS 
USAF  ACADEMY 


JULY  1983 

FINAL  REPORT 

APPROVED  FOR  PUBLIC  RELEASE;  DISTRIBUTION  UNLIMITED 

^  a 


u  i  H 


DEAN  OF  THE  FACULTY 


UNITED  STATES  AIR  FORCE  ACADEMY 


COLORADO  80840 


«5  o: 


r>  u'  o 


Editorial  Review  by  Captain  Michael  D.  Hale 
Department  of  English 
U.S.  Air  Force  Academy 
Colorado  Springs,  CO  80840 


This  research  report  is  presented  as  a  competent  treatment  of  the 
subject,  worthy  of  publication.  The  United  States  Air  Force  Academy  vouches 
for  the  quality  of  the  research,  without  necessarily  endorsing  the  opinions 
and  conclusions  of  the  authors. 


This  report  has  been  cleared  for  open  publication  and/or  public  release 
by  the  appropriate  Office  of  Information  in  accordance  with  AFR  190-1  and 
AFR  12-30.  There  is  no  objection  to  unlimited  distribution  of  this  report  to 
the  public  at  large,  or  by  DDC  to  the  National  Technical  Information  Service. 


This  research  report  has  been  reviewed  and  is  approved  for  publication. 


Director  of  Research  and  Computer- 
Based  Education 


V  _ 


UNCLASSIFIED  _ 

SI  O'Rl  TV  CL  ASS'  Ml  A  1  ION  OF  THIS  PAGE 


1,1  REPORT  SECURITY  r  l  ASS  IF  I  C  A  T  ION 

UNCI  ASST  FT FD 


sf  Cvfl'TV  CLASSIFICATION  AUTHORITY 


REPORT  DOCUMENTATION  PAGE 

lie  RESTRICTIVE  MARKINGS 


3  OiSTRIBUTION/AVAIlABIUTY  OF  REPORT 


^assif  h.  AT  ION/  down  grading  schedule 


i  reoHMiNC,  ORGANIZATION  REPORT  NUMe£R!S)  5,  MONITORING  organization  report  numberisi 

USAFA-TR-84-  10 


na  SAME  OF  PERFORMING  ORGANIZATION  6b,  OFFICE  SYMBOL  7a  N  AME  OF  MON  ITOR ING  ORG  ANI ZA  TION 

Department  of  Economics  <<taPPu cabin 

Dean  of  Faculty  USAFA/DFE 


o,  ADDRESS  IC I  Is  Stole  and  ///'  Codei 

U.S.  Air  Force  Academy 
Colorado  Springs,  CO  80840-5911 


a«  N  A  ME  OF  F  UNDING  SPONSORING 
-  ORGANIZATION 

President  s  Commission  on 


Vfewlik  i  Wii  l M  l  TiT> 


8a  ADDRESS  i'  it\  State  and  /.IP  Code ) 

1800  K  Street,  N.W.,  Suite  921 
Washington,  D.C.  20006 


7b.  ADDRESS  (City.  State  and  /.IP  Codei 


9  PROCUREMENT  INSTRUMENT  IDENTIFICATION  NUMBER 


•;*<  (imTm 


10  SOURCE  of  funding  nos 


ii  title  in, iua. -..•.univ  <Tu«.Tiroii»ni  f\n  Economic  Analysis 
of  United  States  Assistan 


•'?  PERSONAL  AUTMOR(S) 

“"1  1  i  Am  .1  1 


TYPE  OF  report 

Final 


16  SUPPl  EMC  NTAft  V  NOTATION 


1 3b.  Time  covereo 

FROM  TO  . 


Id  date  OF  REPORT  >Yr  Mo  Dovi  I  15  page  COUNT 


83  Jul  31 


Liz _ 

COSATI  CODES  j 

[  f.Eld 

I  GROUP 

J  SUB  GR 

m 

1  03 

1  Economics 

wm. 

04 

:  Foreion  Pol iev 

18  SUBJECT  TERMS  (Continue  on  re verne  if  nect"uar\  o-id  identic  by  block 


19  ABSrFi,; 

In  to  is 
programs 
date  for 
a>-  alysi  i 

"in  st 

nh  j <  c  t ;  : 
We  cone  l1 
evaluate 


uniiRUf  on  t*i  i<  ni’ii'Jiuo  t  ter*  if-,  b 


paper,  we  review  and  evaluate  cert  in  Dr* ted  States 
for  Less  Developed  Countries  (LDCt  .  We  begin  r 
current  U.S.  foreign  assistance  prc  ”*ams.  Using  ecu 
,  w'  demonstrate  that  military  loans  ‘  S' . S .  Govern- 
ba lanced  wit:,  grants  or  economic  ass’  1  lg  achi. 
r-’S .  In  appendices ,  we  present  economic  ’■■orecasts  are 
•jUe  the  main  paper  by  commenting  on  tn^  .  ijCy  jmnlit 


i  h  t  i  .  .  *  l  V  '  ' 


M  • .  Tv  •-  '  a.  i  r  .'/it-  • 
l  1  A  ,  A  M  fc  d.  •?,  R  V  r  £ 


:  v  r !  o  c  <*■ r  r  T 

hi  ■  L .  j. u  ■  r  i 


4  n  r  1  In  i  .  Gerfch0^ 


DD  FORM  1473  83  APR 


DiTiDN  Ot  1  j  N 


AN  ECONOMIC  ANALYSIS  OF  UNITED  STATES 
ASSISTANCE  TO  SELECTED  LESS  DEVELOPED 
COUNTRIES 

BY 

WILLIAM  J.  WE I DA 
FRANKLIN  L.  GERTCHER 


OFFICE  OF  THE  SECRETARY  OF  DEFENSE 
INTERNATIONAL  ECONOMIC  AND  ENERGY  AFFAIRS 
PENTAGON,  WASHINGTON,  D.C. 


/iccns.!<\ ofl 
i"  ;  '  K  A  Sc  I 


AND 

UNITED  STATES  AIR  FORCE  ACADEMY 

DEPARTMENT  OF  ECONOMICS 
COLORADO  SPRINGS,  COLORADO 

FOR 


/M 


THE  PRESIDENT'S  COMMISSION  ON  SECURITY  AND  ECONOMIC  ASSISTANCE 


(CARLUCCI  COMMISSION) 

n 


1800  K.  STREET,  SUITE  921,  WASHINGTON ,  L 


ABSTRACT 


In  this  paper,  we  review  and  evaluate  certain  United 
States  military  and  economic  assistance  programs  for 
Less  Developed  Countries  (LDCs) .  We  begin  by  outlining 
the  Congressional  mandate  for  current  U.S.  foreign 
assistance  programs.  Using  conventional  indifference 
curve  analysis,  we  demonstrate  that  military  loans  at 
U.S.  Government  cost-of-money  interest  rates  must  be 
balanced  with  grants  or  economic  assistance  to  achieve 
stated  U.S.  foreign  policy  objectives.  In  appendices, 
we  present  economic  forecasts  and  analyses  for  19 
selected  LDCs.  We  conclude  the  main  paper  by  comment¬ 
ing  on  the  policy  implications  of  our  review  and 
evaluation . 
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AN  ECONOMIC  ANALYSIS  OF  UNITED  STATES 
ASSISTANCE  TO  SELECTED  LESS  DEVELOPED  COUNTRIES 

by 

William  J.  Weida  and  Frank  L.  Gertcher 

I.  INTRODUCTION 
Statement  of  The  Problem 

The  United  States  Government  provides  enormous  amounts  of 
assistance  to  foreign  countries  in  the  form  of  loans  and  grants. 
In  Fiscal  Year  1982,  military  assistance  obligations  totaled 
$4,195  billion,  including  $3,084  billion  in  loans  and  $1,111  bil¬ 
lion  in  grants.  Economic  assistance  totaled  $8,129  billion,  with 
$1,454  billion  in  loans,  and  $6,675  billion  in  grants.  Addi¬ 
tional  U.S.  assistance  obligations  not  included  in  the  military 
oi  economic  categories  have  grown  significantly  since  Fiscal  Year 
1980. 1 

In  light  of  this  enormous  and  growing  expenditure  of  U.S. 
Government  funds,  it  is  striking  how  little  is  known  about  the 
overall  economic  impact  of  concurrent  security  and  economic 
assistance  programs  on  Less  Developed  Countries  ' LDCs )  .  The  pur¬ 
pose  of  this  paper  is  Lo  provide  a  chtorur:  frame  wo:  k  i  or 

assessment  and ,  within  this  framework,  to  provide  an  empiric.! 
assessment  of  the  impact  of  U.S.  assistance  or  19  I  DCs  teat  are 
of  particular  interest  to  the  United  States. 

Overv l ew 

We  begin  by  outlining  the  Congressional,  mandate  for  current 
U.S.  foreign  assistance  programs  Using  conventional  indiffer¬ 
ence  curve  analysis,  we  demonstrate  that,  military  loans  at  U.S. 


Government  cost-of-money  interest  rates  must  be  balanced  with 

grants  or  economic  assistance  to  achieve  stated  U.S.  foreign  pol- 
2 

icy  objectives. 

In  appendices,  we  continue  the  discussion  of  loans  versus 

grants  by  analyzing  the  current  and  forecast  debt  service  burdens 

3 

for  19  selected  countries.  For  each  country,  we  also  show 
the  percent  of  total  debt  service  due  to  U.S.  economic  and  mili¬ 
tary  assistance  loans.  Debt  service  trends  were  used  as  inputs 
to  Chase  Econometrics  and  Wharton  models  for  eight  countries.  We 
present  the  results  of  these  models  which  consist  of  GDP,  debt 
service,  and  balance  of  payments  forecasts  for  each  country  for 
the  period  1983-1988.  Models  were  not  available  for  the  remain¬ 
ing  11  countries.  However,  informal  forecasts  of  GDP,  debt  ser¬ 
vice,  and  balance  of  payments  were  made  for  these  countries  based 
on  available  data.  We  conclude  our  paper  by  commenting  on  the 
policy  implications  of  our  analysis. 

II.  THE  CONGRESSIONAL  MANDATE 

Statutory  Basis  for  Assistance 

Much  of  the  statutory  basis  for  current  U.S.  economic  and 
military  assistance  was  provided  by  the  Foreign  Assistance  Act  of 
1961  and  subsequent  appropriations  acts  for  Fiscal  Years  1962 
through  1983.  The  Statement  of  Policy  (section  102)  of  the  1961 
Act  reads,  in  part,  as  follows: 
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It  is  the  sense  of  the  Congress  that  peace  depends  on 
wider  recognition  of  the  dignity  and  independence  of 
men,  and  the  survival  of  free  institutions  in  the 
United  States  can  best  be  assured  in  a  world  atmosphere 
of  freedom. 

To  this  end,  the  United  States  has  in  the  past  provided 
assistance  to  help  strengthen  the  forces  of  freedom  by 
aiding  peoples  of  less  developed  friendly  countries  of 
the  world  to  develop  their  resources  and  improve  their 
living  standards. 

It  is  the  current  policy  of  the  United  States  to 
strengthen  friendly  foreign  countries  by  encouraging 
the  development  of  their  free  economic  institutions  and 
productive  flow  of  private  investment  capital. 

Also,  the  Congress  reaffirms  its  conviction  that  the 
peace  of  the  world  and  the  security  of  the  United 
States  are  endangered  so  long  as  international  Commun¬ 
ism  continues  to  attempt  to  bring  under  Communist  domi¬ 
nation  peoples  now  free  and  independent  and  to  keep 
under  domination  peoples  once  free  but  now  subject  to 
such  domination.  It  is,  therefore,  the  policy  of  the 
United  States  to  continue  to  make  available  to  other 
free  countries  and  peoples,  upon  request,  assistance  of 
such  nature  and  in  such  amounts  as  the  United  States 
deems  advisable  and  as  may  be  effectively  used  by  free 
countries  and  peoples  to  help  them  maintain  their  free¬ 
dom  . 


Based  upon  the  Congressional  mandate,  the  Agency  for  Interna¬ 
tional  Development  (AID) ,  the  Department  of  Defense  (DOD) ,  and 
other  U.S.  assistance  agencies  have  developed  certain  criteria 
which  assess  whether  assistance  should  be  provided  to  a  particu¬ 
lar  country  and,  if  so,  what  form  it  should  take .  These  criteria 
provide  a  strong  case  that  U.S.  foreign  assistance  is  intended  to 
serve  U.S.  economic,  defense,  and  to  some  degree,  humanitarian 
interests. 
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Economic  Assistance 


For  particular  projects,  we  can  summarize  the  criteria  for 
economic  assistance  as  follows: 

(1)  Agreements  must  be  made  which  will  ensure  that  the 
assistance  provided  will  not  be  used  in  a  manner  con¬ 
trary  to  the  best  interests  of  the  U.S. 

(2)  Assistance  will  not  normally  be  provided  to  countries 
that  have  Communist  governments. 

(3)  The  country's  government  must  have  appropriate 
diplomatic  relations  with  the  U.S. 

(4)  As  a  general  rule,  assistance  will  not  be  provided  to 
governments  that  have  nationalized  or  expropriated  the 
property  of  U.S.  citizens. 

(5)  Countries  receiving  U.S.  assistance  must  take  steps  to 
protect  U.S.  citizens  and  property  from  civil  strife. 

(6)  It  is  desirable  for  U.S.  assistance  to  encourage 
private  trade  with  the  U.S. 

(7)  If  a  commodity  will  be  produced  as  a  result  of  the 
assistance,  an  assessment  must  be  made  to  determine 
whether  there  will  be  a  surplus  of  the  commodity  on 
world  markets  at  the  time  the  project  begins  to  pro¬ 
duce.  Assistance  will  not  be  provided  if  this  addition 
to  world  productive  capacity  will  cause  substantial 
injury  to  U.S.  producers. 

(8)  Adequate  consideration  will  be  given  to  the  environmen¬ 
tal  impact  of  the  project. 

(9)  It  is  desirable  for  the  assistance  provided  to  promote 
the  growth  of  the  country's  macroeconomy. 

(10)  The  assistance  provided  will  not  finance  United  States 
C.I.A.  activities. 

(11)  Adequate  consideration  will  be  given  to  whether  the 
country  has  the  ability  to  utilize  and  maintain  the 
project  after  the  assistance  terminates. 
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(12)  The  U.S.  Department  of  State  will  determine  whether  the 
country's  government  has  engaged  in  a  consistent  pat¬ 
tern  of  human  rights  violations.  If  so,  it  must  be 
demonstrated  that  the  contemplated  assistance  will 
directly  benefit  the  needy. 

(13)  If  the  country's  government  has  engaged  in  a  consistent 
pattern  of  human  rights  violations,  the  government  must 
show  significant  improvements  in  its  human  rights 
record  before  assistance  will  be  provided. 

(14)  Assistance  will  not  be  provided  to  governments  that 
object,  on  the  basis  of  race,  religion,  national  ori¬ 
gin,  or  sex,  to  the  presence  of  any  U.S.  officer  or 
employee  in  the  country  to  carry  out  the  intended 
assistance . 

(15)  Arrangements  must  be  made  which  will  ensure  that  the 
assistance  provided  will  not  finance  abortion  as  a 
method  of  family  planning. 

(16)  Arrangements  must  be  made  to  ensure  that  the  assistance 
provided  will  not  finance  prisons,  police,  or  other  law 
enforcement  activities  except  for  the  control  of  nar¬ 
cotics  . 

(17)  The  country's  government  must  take  adequate  steps  to 
prevent  narcotics  or  other  controlled  substances  from 
being  produced,  sold  or  transported  to  the  U.S. 

(18)  Arrangements  must  be  made  which  will  preclude  the  use 
of  economic  assistance  funds  for  paramilitary  activi¬ 
ties  . 

(19)  Assistance  will  not  be  provided  to  governments  that  in 
any  way  aid  or  abet  international  terrorism. 

(20)  The  government's  record  lor  honor  :.ng  its  debts  to  the 
U.S. ,  to  other  countries,  and  to  international  lending 
organizations  must  be  assessed.  Do  country  must  pro¬ 
vide  to  appropriate  U.S.  agencies  an  adequate  account¬ 
ing  of  disbursed  funds. 

(21)  If  the  assistance  is  a  loan,  U.S.  officials  must  con¬ 
sider  the  impact  of  d^bt  service  on  the  country's 
foreign  exchange  levels  and  other  resources. 


(22)  The  recipient  country  must  contribute,  to  the  maximum 
extent  possible,  its  own  funds  and  resources  to  the 
project . 

(23)  Prior  to  obligation  of  U.S.  funds  for  a  project,  rea¬ 
sonably  firm  estimates  must  be  made  of  the  costs  for 
any  U.S.  Government  engineering,  financial,  or  other 
services . 

(24)  U.S.  officials  will  determine  if  the  country,  after 

August  3,  1977,  received  or  delivered  any  nuclear 

materials,  equipment,  or  technology  without  specified 
U.S.  safeguards,  whether  it  has  transferred  any  nuclear 
explosive  device  to  a  non-nuclear  state,  and  whether 
the  project  being  considered  is  consistent  with  non¬ 
proliferation  objectives. 


U.S.  Government  decisions  with  regard  to  economic  assistance 
are  made  as  a  result  of  compromises  between  certain  government 
agencies.  Under  the  direction  of  the  President,  the  Department 
of  State  and  the  DOD  play  major  roles  in  the  decision  process: 
the  Department  of  State  for  political  and  diplomatic  reasons,  and 
the  DOD  because  the  economic  stability  of  a  particular  country 
may  have  strong  U.S.  defense  implications. 


The  criteria  for  U.S.  economic  assistance  are  also  consistent 
with  the  economic  interests  of  certain  U.S.  business  firms,  par¬ 
ticularly  the  multinationals.  U.S.  firms  want  expanding  world 
markets  for  their  goods,  an  ever-increasing  supply  of  imported 
raw  materials,  and  in  many  cases,  a  source  of  relatively  cheaper 
labor.  These  requirements  depend  in  a  large  part  upon  the  sus¬ 
tained  economic  development  of  certain  LDCs . 


The  evidence  suggests  the  private  U.S.  business  firms  provide 
little  in  the  way  of  lobbying  for  particular  economic  assistance 
projects.  However,  former  executives  of  U.S. -based  multination¬ 
als  have,  in  the  past,  played  an  important  role  in  determining 
overall  U.S.  economic  assistance  policies  for  particular  coun¬ 
tries.  In  certain  cases,  prominent  individuals  have  alternately 
held  executive  positions  in  the  multinationals  and  policy  posi¬ 
tions  in  government.  These  individuals  found  it  in  their  best 
profit  maximizing  interest  to  ensure  political  and  economic  sta¬ 
bility  in  certain  LDCs  where  their  former  firms  had  substantial 
investments  in  raw  material  development,  markets  for  finished 
products,  or  labor  intensive  factories.  For  example,  there  is 
strong  evidence  to  suggest  that  certain  such  individuals  strongly 
^  influenced  U.S.  assistance  policies  to  promote  stability  in  Bra¬ 

zil  in  the  1360s  and  to  force  the  overthrow  of  Allende's  social¬ 
ist  government  in  Chile  in  the  1970s.5 

Secur i ty  Assistance 

On  the  military  side  tne  Foreign  Assistance  Act  of  1961  also 
gives  the  Presiacn  act'  i  •.  y  t,  ...  ex  mire  vM  ,-b  countries  should 
receive  U.S.  mil -tax/  assistance  and  under  what  terms  this  assis¬ 
tance  should  be  provided: 
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"The  President  is  authorized  to  furnish  military  assis¬ 
tance,  on  such  terms  and  conditions  as  he  may  deter¬ 
mine,  to  any  friendly  country  or  international  organi¬ 
zation,  the  assisting  of  which  the  President  finds  will 
strengthen  the  security  of  the  United  States  and  pro¬ 
mote  world  peace."6 


There  are  many  considerations  that  are  taken  into  account 

when  deciding  whether  to  enter  into  a  defense  relationship  with  a 

7 

particular  country.  Each  case  is  unique  and  handled  as  such. 

However,  U.S.  Government  decision  makers  use  some  fairly  con¬ 
sistent  guidelines  which  assess: 

(1)  The  role  the  country  plays  in  its  geographical  region, 
what  interests  it  has  in  common  with  the  U.S.,  and 
where  our  interests  diverge. 

(2)  Whether  the  provision  of  weapons  furthers  U.S.  objec¬ 
tives  more  on  balance  than  other  economic  and  political 
measures . 

(3)  The  position  of  U.S.  influence  that  weapons  might  help 
support,  including  the  potential  restraint  that  can  be 
applied  to  conflict  situations. 

(4)  Whether  a  particular  provision  of  weapons  would  set  a 
precedent  which  could  lead  to  further  requests  by  the 
given  nation  or  similar  requests  from  other  nations. 

(5)  The  current  internal  stability  of  the  recipient  nation, 
its  capacity  to  maintain  that  stability,  and  its  atti¬ 
tude  toward  human  rights. 

(6)  The  disadvantages  of  not  assisting  a  government  with 
which  we  enjoy  good  relationships. 

(7)  The  options  available  to  the  recipient  country  if  the 
U.S.  refuses  to  provide  weapons. 

(8)  The  threat  the  military  capability  is  supposed  to 
counter  or  deter  and  how  it  relates  to  our  own  secu¬ 
rity. 


(9) 


a 
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How  the  proposed  transfer  affects  the  regional  military 
balance,  regional  military  tensions,  or  the  military 
build-up  of  other  countries. 

(10)  Whether  the  recipient  country  has  the  capability  to 
absorb  and  utilize  the  arms  effectively. 

(11)  What  other  military  inter ests--for  example,  overflight 
rights  or  access  to  facilities--would  be  supported  by 
the  sale. 

(12)  The  impact  of  the  weapons  transfer  on  the  readiness 
posture  of  our  own  forces. 

(13)  Whether  a  substantial  physical  dependence  on  U.S. 
sources  of  supply  could  enable  us  to  better  control 
conflict,  should  it  occur. 

(14)  Finally,  except  in  special  circumstances,  U.S.  policy 
prohibits  the  transfer  of  certain  sensitive  items  such 
as  hand-transportable  surface-to-air  missiles  and 
weapons  which  are  primarily  designed  for  use  against 
crowds . 


a  (*~ 
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According  to  law  and  stated  policy,  U.S.  military  weapons  are 
provided,  either  directly  by  the  U.S.  Government  or  by  U.S. 
Government  export  licensing  of  U.S.  defense  firms,  only  after 
careful  consideration  has  been  given  to  all  of  the  above  cri¬ 
teria.  It  is  important  to  note  that  U.S.  domestic  economic  con¬ 
siderations,  such  as  corporate  profits,  domestic  employment  in 
defense  industries,  weapons  production  p} i iciency ,  and  the 
maintenance  of  defense  industry  surge  capacity  are  not  men- 
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tioned . 


The  Congress  provides  the  statutory  authority  for  a]]  forms 
of  security  assistance,  including  weapons,  in  annual  security 
assistance  legislation.  Foreign  Military  Sains  (FMS)  may  he 


r 
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transacted  on  a  cash  basis,  or  may  be  financed  with  U.S.  credits 
provided  and  guaranteed  by  security  assistance  appropriations. 
In  credit  transactions,  the  purchasing  government  reimburses  the 
United  States  in  full,  with  interest.  The  sole  exception  has 
been  the  "forgiveness"  portion  of  FMS  credits,  which  require  no 
repayment,  and  has  been  authorized  only  for  Israel,  Egypt  and  the 
Sudan.  In  contrast  to  economic  assistance  loans,  FMS  loans  are 
provided  at  U.S.  Government  cost-of-money  interest  rates,  and  are 
not  concessional. 

Under  the  direction  of  the  President,  the  Secretary  of  State 
is  responsible  for  determining  whether  there  should  be  a  military 
assistance  or  a  foreign  military  sales  program  for  a  particular 
nation,  the  size  of  that  program,  and  its  content.  The  Secretary 
of  Defense  is  responsible  for  the  determination  of  military  end- 
item  requirements,  procurement  of  military  equipment  in  a  manner 
which  permits  its  integration  with  U.S.  service  programs,  super¬ 
vision  of  end-item  use  by  the  recipient  countries,  supervision  of 
the  training  of  foreign  military  personnel,  movement  and  delivery 
of  end-items,  and  the  establishment  of  priorities  in  the  procure¬ 
ment,  delivery  and  allocation  of  military  equipment.10 

The  Department  of  Defense  administers  the  following  security 


assistance  programs: 


(1) 


* 

ru 
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Military  Assistance  Program  (MAP) :  MAP  provides  defense 
equipment  and  services  other  than  training  to  foreign 
governments  on  a  grant  basis.  MAP  is  more  than  thirty 
years  old.  Initially,  it  was  scheduled  to  be  phased 
out  at  the  end  of  Fiscal  Year  1981  by  the  Reagan 

Administration,  but  it  has  since  experienced  a  resur¬ 
gence.  Although  the  Reagan  Administration  did  not  ini¬ 
tially  intend  to  have  MAP  grants  for  FY  1982  and 
beyond,  MAP  for  FY  1982  included  $68.2  million  to  cover 
continuing  requirements. 

(2)  Foreign  Military  Sales  (FMS ) :  Since  FY  1964,  FMS  has 

been  the  major  portion  of  the  U.S.  security  assistance 
effort.  The  FMS  program  enables  the  Department  of 
Defense  to  sell  defense  equipment,  services,  and  train¬ 
ing  to  eligible  foreign  governments.  At  the  end  of 

Calendar  Year  1980,  some  99  countries  and  three  inter¬ 
national  organizations  were  participating  in  this  pro¬ 
gram.  In  FY  1980,  FMS  agreements  totaled  $15.3  billion 
and  FMS  deliveries  equaled  $7.7  billion.  After  an 
increase  to  $19.5  billion  in  1982,  total  FMS  is  likely 
to  stay  around  $lo.5  billion  annually  over  the  period 
1983-88. 

(3)  Direct  Commercial  Sales:  The  final  major  form  of  U.S. 
weapons  exports  consists  of  the  direct  sales  of  weapons 
and  other  equipment  by  private  U.S.  firms  to  purchasing 
foreign  governments.  Payments  are  arranged  on  a 
private  contract  basis.  The  Department  of  State, 
Cffice  of  Munitions  Control,  administers  these  sales 
under  the  authority  of  the  Mutual  Security  Act  of  1954. 


The  Office  of  Munitions  Control  also  publishes  the  Interna¬ 
tional  Traffic  in  .  ««•••  clar  ior."  .  Th .  ••  •••  -t  lifts  weapons 

and  other  ».  ;•  .  t,.-c  - 1  ......  .r  >  .  •  . :  * 

license.  ):.r  : :  tT.*-nt  of  SbMp,  i  n  ;■  .  r..  ;  i  -r  •  h< 


Depat  t.ment  •  d  . ;■■■  i  t  npe  ,  at.  •  •  i  •  •  •» ••  .  •,  •  .  i  '  b-  ,  .  .  ■  ■  <  . 

establ  i  sher  t  b«  pr  c  rr  r.«  e  d  ’!fr*  .,al  ♦  ,  ant  it'  most 


c  a  s  e  s 


m  a  k  • 
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In  contrast  to  economic  assistance  projects,  decisions  with 
regard  to  weapons  exports  are  made  as  a  result  of  compromises 
between  certain  U.S.  Government  departments.  Different  depart¬ 
ments  have  different  motivations,  partly  as  a  result  of  lobbying 
from  other  nations,  from  the  military,  and  from  the  private  sec¬ 
tor.  For  example,  the  Department  of  State  has  often  been 
motivated  to  satisfy  requests  for  weapons  from  allied  governments 
consistent  with  certain  political  criteria  listed  earlier. 
Within  the  Department  of  Defense,  there  have  been  conflicts 
between  the  "marketing  group"  (the  Defense  Security  Assistance 
Agency)  and  various  "control  groups"  that  were  concerned  with  the 

transfer  of  sophisticated  weapons  technology  to  foreign 
1  2 

nations.  Recently,  there  has  also  been  concern  with  regard  to 
Department  of  Defense  loan  guarantees  to  facilitate  foreign 
government  financing  of  weapons  purchases.  Final Ty,  the  Depart¬ 
ment  of  Commerce  has  often  been  pressured  by  defense  firms  to 
encourage  exports,  including  overseas  weapons  sales.  ^ 

In  this  interdepartmental  arena,  only  the  President  has  the 
legal  power  to  resolve  conflicting  issues.  Unfortunately,  the 
existing  framework  simply  does  not  permit  practical  involvement 
by  the  President  in  the  assessment  of  the  enormous  volume  of  pro¬ 
posed  weapons  exports.  As  a  result,  a  decision  vacuum  exists. 
Arbitrary  decisions  are  made  at  lower  levels,  often  in  pursuit  of 
short-term  objectives.  These  objectives  are  often  motivated  by 
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U.S.  domestic  incentives  which,  according  to  law,  are  secondary 
to  the  statutory  criteria  previously  discussed.  These  incentives 
include  corporate  profits,  domestic  employment  in  defense  indus¬ 
tries,  weapon  system  production  efficiency,  and  the  maintenance 
of  defense  industry  surge  capacity.  We  will  address  each  of 
these  incentives,  in  turn. 

Especially  during  the  period  1975-80,  major  U.S.  defense  con¬ 
tractors  placed  increasing  emphasis  on  the  sale  of  military 
equipment  to  foreign  nations.  It  is  not  at  all  difficult  to  see 
why  this  situation  came  about.  The  U.S.  defense  procurement 
budget  dropped  from  44  billion  dollars  in  1968  to  a  low  of  17 
billion  in  1975  in  constant  dollars.  For  the  top  25  u.S.  defense 
contractors,  U.S.  defense  sales  fell  over  23  percent  during  this 
period.  From  1975  to  1978,  the  U.S.  procurement  budget  continued 
to  decline  slowly  in  constant  dollar  terms.  Only  since  1978  have 
there  been  substantial  increases.  In  the  face  of  a  shrinking 
domestic  market  during  the  seventies,  defense  contractors  turned 
more  and  more  to  tie  lucrative  export  market.*4 

The  "Profit  75"  study  found  that  foreign  military  salt's  were 
2.5  times  as  prof  i  table  as  domes'  ic  U.S.  salt::.  r  r.  par"  due  to 
the  enormous  profit  incentive,  U.S.  orders  for  foreiqn  military 
sales  went  from  1.5  billion  per  year  in  1970  to  12  billion  in 
1975  and  to  over  19  billion  in  l9 82.  Even  after  accounting  for 
inflation,  thin  trend  represent  ,  over  3  ten-.olu  increase. 

1  1 


During  the  period  1968  to  1976,  the  top  25  U.S.  defense  contrac¬ 
tors  experienced  over  a  46  percent  increase  in  export  sales.  A 
smaller  but  still  substantial  increase  occurred  from  1976  to 
1982. 

From  the  industry  side,  industry  executives  have  argued  that 
foreign  sales  of  U.S.  made  weapons  permit  reductions  in  the  costs 
of  weapons  sold  to  the  U.S.  Government.  They  have  also  pointed 
out  that  foreign  sales  generate  funds  for  reinvestment  and  create 
new  jobs  for  U.S.  workers. 

The  argument  for  production  efficiency  and  lower  per  unit 
costs  as  a  result  of  foreign  weapon  sal  -  is  substantiated  by  the 
evidence.  Learning  curve  analysis,  particularly  in  aircraft  pro¬ 
duction,  indicates  that  optimum  production  levels  often  exceed 
the  levels  necessary  to  support  U.S.  Government  weapons  pur¬ 
chases.  By  selling  weapons  to  foreign  buyers,  lower  per  unit 
costs  are  often  achieved,  to  the  benefit  of  the  U.S.  Government 
and  incidentally,  the  U.S.  taxpayer.  Further,  higher  levels  of 
production  ensure  that,  in  case  of  a  U.S.  national  emergency, 
productive  capacity  for  foreign  buyers  could  easily  be  diverted 
to  supplying  U.S.  defense  needs. 

However,  the  types  of  skills  used  in  defense  production  may 
or  may  not  be  held  by  those  persons  who  are  cyclically  unem¬ 
ployed,  depending  on  the  stage  of  the  defense  investment  cycle  at 


which  the  money  is  spent.  Since  the  vast  majority  of  persons 
employed  in  defense  after  initial  investment  spending  are  highly 
skilled,  often  with  college  degrees  in  the  physical  sciences,  if 
they  were  not  employed  in  defense,  they  would  be  employed  in  the 
production  of  civilian  goods.  Thus,  some  argue  that  defense  pro¬ 
duction  simply  bids  up  the  price  of  certain  types  of  skilled 
labor  and  results  in  an  opportunity  cost  of  civilian  goods  fore¬ 
gone  . 

The  Department  of  Defense  has  variously  estimated  that 
defense  industries  create  between  35-60  thousand  new  jobs  per  1 
billion  dollars  spent.  These  jobs  affect  employment  in  a  manner 
similar  to  alternative  government  job  programs  but  may  not  create 
as  many  jobs  as  the  private  sector  spending  which  has  been  fore¬ 
gone  because  of  the  taxes  paid  to  the  government. 

While  defense  spending  does  indeed  create  jobs,  unemployment 
among  unskilled  workers  could  probably  be  alleviated  more  effi¬ 
ciently  by  other  government  or  non-government  programs.  Research 
conducted  by  the  Lc-p-r  m;:  r*  t.  Defense  show-  t  -  oefense  spend¬ 
ing  employs  approximately  the  same  number  of  ■  '  .c.  1  as  does  non- 
defense  spend  i  m  .  Thus,  refer. -e  spending  on."  e  »•••♦  ••••  ■-  cor  tain 
set  of  prio-i'  ien,  and  the  rea1  argument  is  t  he  one  waged  over 
the  relative  importance  <_  £  alternate  government  endeavors. 


Ill . 


THE  ECONOMIC  IMPACT  OF  U.S.  SECURITY  ASSISTANCE 


A  Theoretical  Framework 

To  assess  the  impact  of  FMS  upon  a  recipient  nation,  we 

utilize  indifference  curve  analysis.  Country  A,  a  hypothetical 

LDC ,  has  initially  built  a  defense  establishment  using  its  own 

resources.  Its  current  position  can  be  represented  by  Figure  1, 

where  an  indifference  curve  shows  country  A's  current  possible 

combination  of  defense  and  non-defense  goods.  The  tangency  of 

this  curve  with  Country  h's  budget  l,ne,  B ^ ,  indicates  that  it  is 

optimizing  consumption  of  these  two  qoods  by  buying  W 

y  ^  ,  of  defense 

goods  and  of  non-defense  goods. 


Figure  1.  Country  A's  Initial  Position. 

Now,  the  United  States  approaches  Country  A.  The  United 
States  is  willing  to  sell  Country  A  arms,  and  since  Country  A 
does  not  have  the  resources  to  purchase  these  arms,  the  U.S. 
offers  an  FMS  loan.  In  assessing  its  ability  to  pay  back  the 


offered  loan.  Country  A  looks  to  its  future.  It  assumes  a  par¬ 
ticular  Gross  Domestic  Product  (GDP)  growth  which  will  allow  its 
budget  line  to  expand.  Suppose  it  also  desires  that  approxi¬ 
mately  the  same  percentage  of  its  domestic  budget  should  be  spent 
on  defense  and  non-defense  goods  in  the  future.  Given  these 
assumptions,  Country  A  derives  a  forecast  of  its  probable  future 
which  is  depicted  in  Figure  2. 
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Figure  2.  Country  A's  Planned  Growth 

Note  that  growth  of  Country  A's  economy  has  allowed  the 
budget  line  to  expand  from  B ^  to  B2-  Note  also  that  this  allows 
Country  A  to  opt  i  ate  (i.  a  Letl-ti  .  ghee '  ft  "rence  curve  U2 

compared  to  I  ^ ;  ,vh  i  oh  a  l  lows  mote  non-defense  (Q2  -  -and 

enough  money  to  covet  the  FMC  l-;  ravment  {?:  „  w.  .  It  Cour.  try 
A's  economy  develops  as  expected,  cur  story  rbou’o  end  at  this 
point.  Unfortunately,  '■his  bar  oifon  not  been  she  case. 

During  19P  2  •  19  G  "  .  th«  do*-  r  ■.  -r  :t  i  rj  world  too*-  omic  condition 
increased  the  economic  plight  oi  the  T.OCs .  This  occurred  at  a 
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time  when  the  economies  of  LDCs  were  so  delicately  balanced  that 
even  small  problems  had  grave  repercussions.  The  basic  problem 
which  any  LDC  encounters  after  receiving  a  PMS  loan  at  the 
current  U.S.  Government  cost-of-money  interest  rate  is  that  it 
has  obligated  itself  to  large  payments  of  interest  and  principal 
over  the  next  few  years--and  these  payments  must  be  made  in  a 
hard  foreign  currency  which  can  only  be  gained  through  trade. 
Given  this  constant  economic  drain,  the  following  problem  areas 
may  affect  the  LDCs  ability  to  pay: 


(1)  The  25  Percent  Rule:  It  is  a  U.S.  Department  of  Defense 
rule  of  thumb  that  any  LDC  which  purchases  a  modern 
weapon  system  can  count  on  additional  opportunity  costs 
in  the  amount  of  roughly  25  percent  of  the  purchase 
price.  These  additional  costs  are  incurred  as  the 
infrastructure  of  the  LDC  tries  to  support  the  new  sys¬ 
tem  from  its  limited  human  and  capital  bases.  For 
example,  an  engineer  who  would  otherwise  be  building 
roads  now  must  build  runways,  and  skilled  drivers  must 
be  used  in  new  tanks  instead  of  bulldozers. 

(2)  Lower  World  Growth:  Reduced  world  growth  affects  the 
LDC  in  two  ways.  First,  the  growth  rate  of  the  LDC 
itself  is  likely  to  be  less  than  planned.  And  second, 
trade  with  other  countries  which  are  also  suffering  a 
reduction  in  growth  will  be  sharply  curtailed.  These 
factors  will  result  in  a  shortage  of  hard  foreign 
exchange  currency,  and  bills  for  weapons  may  begin  to 
override  other  uses  for  foreign  exchange — such  as  pay¬ 
ing  for  imports  of  non-defense  goods  and  services. 

(3)  The  Growth  Rate  of  LDCs  in  General:  Because  most  LDCs 
specialize  in  the  export  of  raw  materials  and  primary 
products  to  developed  countries,  they  are  at  the  mercy 
of  economic  fluctuations  in  these  countries.  Experi¬ 
ence  has  shown  that  mild  recessions  in  the  developed 
countries  become  magnified  in  the  LDCs,  and  that  LDCs 
tend  to  lag  behind  the  other  countries  of  the  world 
during  economic  recovery. 


(4) 
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Variable  Interest  Rates:  Unfortunately,  the  very  condi¬ 
tions  which  have  contributed  to  poor  economic  perfor¬ 
mance  in  the  LDCs  have  also  led  to  high  interest  rates 
in  world  markets.  Thus,  the  LDCs  find  themselves 
unable  to  afford  cash  purchases  while  at  the  same  time 
they  are  faced  with  relatively  high  interest  rates  for 
new  assistance  loans.  Because  interest  rates  vary  from 
day  to  day,  an  LDC  has  little  idea  of  what  interest 
rates  it  will  actually  pay  for  new  loans  when  they  are 
drawn  in  the  future. 

(5)  World  Oil  Prices  and  LDC  Oil  Exporters:  LDC  oil  export¬ 
ers  are  particularly  vulnerable  to  fluctuations  in 
world  oil  prices.  For  example,  Venezuela  is  an  oil 
exporter.  By  1980,  its  government  had  borrowed  exten¬ 
sively  at  market  interest  rates  from  major  U.S.  banks 
and  other  financial  institutions.  Repayment  schedules 
were  based  upon  expected  revenues  from  its  oil  exports 
at  a  benchmark  world  oil  price  of  34  dollars  per  barrel 
of  Saudi  equivalent  crude.  However,  high  levels  of 
world  oil  production,  the  world-wide  recession,  and 
energy  conservation  measures  by  the  industrialized 
nations  resulted  in  world  oil  prices  of  less  than  30 
per  barrel  in  1983,  with  prices  expected  to  reach  as 
low  as  25-27  dollars  per  barrel  in  1984.  As  a  result, 
Venezuela  is  currently  overextended  with  high  external 
debt  and  unrealistic  repayment  schedules. 

( 6 )  World  Oil  Prices  and  LDC  0  i_l_  Impor  te  r  s  :  From  item  5  , 

one  might  expect  that  a  lower  oil  price  would  benefit 
LDC  oil  importers.  !.  t  does- -eventual  ly .  However,  many 
LDC  oil  importers  arc  committed  to  long-term  contracts 
at  higher  oil  prices  compared  to  current  world  bench¬ 
mark  prices.  Also,  existing  inventories  of  high-priced 
oil  must  Lo  used  up.  Thus,  LDC  oil  importers  recover 
only  L ■  •  tjioh  re  c°.  .  F  ■  *-her  ,  many  LDCs 
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Figure  3  shows  the  results  of  zero  income  growth  on  an  FMS 
recipient.  In  the  figure,  the  growth  of  the  LDC  is  zero,  but  FMS 
loan  payments  must  still  be  made.  As  a  result,  the  budget  (B  ) 
must  be  reallocated.  This  reallocation  is  shown  as  a  shift  along 
the  budget  line  to  (Q^v^)  where  fewer  non-defense  goods  may  now 
be  purchased. 


The  result  of  lower-than-expected  growth  is  a  sacrifice  of 
non-defense  goods  in  order  to  support  increased  defense  spending. 
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In  Figure  3,  Country  A  winds  up  operating  at  a  less  than  optimal 
position  on  indifference  curve  I3,  and  in  so  doing,  it  changes 
the  mix  of  defense  and  non-defense  goods  to  The  result 
is  a  loss  of  non-defense  goods  in  the  amount  of  Q^-Q^.  As  our 
subsequent  empirical  analysis  will  show,  zero  or  negative 
economic  growth  was  common  for  a  number  of  LDCs  during  1982.^ 

The  loss  of  non-defense  goods  creates  a  paradox  for  Country  A 
and  for  the  U.S.  The  initial  reason  for  U.S.  interest  in  giving 
a  FMS  loan  to  Country  A  and  the  initial  reason  for  Country  A's 
interest  in  increased  defense  were  consistent:  to  increase  the 
stability  of  Country  A's  government  and  the  security  interests  of 
the  U.S.  But  the  necessity  of  cutting  back  on  non-defense  goods 
to  finance  defense  expenditures  has  created  the  opposite  effect. 
Internal  stability  has  been  sacrificed  as  a  result  of  a  defense 
build  up.  As  an  example  of  this  phenomenon,  consider  the  case  of 
Spain.  This  country,  which  has  substantial  economic  problems, 
was  recently  granted  FMS  loans  in  the  amount  of  $400  million  per 
year  for  each  of  •  re  :ex:  fc  ur  year?  t at  sign :  • 7  a  base  access 


agreement  witn  t 


r  t  hes* 


will  create  a  sub.-tan*  .  a  l  burden  on  the  Span .  ec<  nom.v  during 
the  decade  of  the  1980s.  The  United  states  is  place.'  ,  r.  a  posi¬ 
tion  of  fostering  an  internally  destabilizing  situation  in  a 


country  ir.  wi  1 0  r 


is  ;a  i  ritai  11 1  ng  bases  . 


If  this  is  the  case,  why  does  the  United  States  use  FMS  loans 
as  a  major  "assistance  tool"  for  LDCs?  The  answer  is  almost 
solely  a  budgetary  phenomenon.  FMS  loans  are  arranged  through 
the  Federal  Financing  Bank  and,  hence,  are  "off-budget." 
Although  Congressional  approval  of  FMS  loans  is  required,  and 
although  the  money  for  the  loans  will  be  taken  from  the  U.S.  cap¬ 
ital  markets,  the  amounts  of  the  loans  never  appear  in  the  budget 
of  the  United  States.  This  means  that  government  expenditures 
and  deficits  will  appear  to  be  less.  Table  1  shows  how  all  U.S. 
assistance  money  is  spent.  In  this  table.  Military  Assistance 
Loans,  and  in  addition,  Export-Import  Bank  Loans  are  "off- 
budget  . " 
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Since  the  early  seventies,  the  policy  of  Congress  has  been  to 
reduce  grant  military  assistance  in  favor  of  FMS ,  and  thereby 
reduce  the  burden  on  the  U.S.  federal  budget.  The  will  of 
Congress  is  reflected  in  section  505  (c)  of  the  Foreign  Assis¬ 
tance  Act  of  1974: 

The  President  shall  regularly  reduce  anil,  with  as  much 
deliberate  speed  as  orderly  procedure  and  other 
relevant  considerations,  including  prior  commitments, 
will  permit,  shall  terminate  all  further  grants  of  mil¬ 
itary  equipment  and  supplies  to  any  country  having  suf¬ 
ficient  wealth  to  enable  it,  in  the  judgement  of  the 
President,  to  maintain  and  equip  its  own  military 
forces  at  adequate  strength,  without  undue  burden  on 
its  economy. 

The  Senate  Committee  on  Foreign  Relations,  in  its  report  on 
the  Foreign  Assistance  Act  of  1974,  recommended  that  the  military 
grant  assistance  program  be  phased  out  over  a  period  of  three 
years  (the  Act  actually  approved  in  1974  did  not  establish  a 
three-year  termination  period).  The  Committee  also  indicated 
that  the  policies  and  purposes  of  MAP  and  other  grant  programs 
should  be  periodically  re-examined  in  light  of  changes  in  world 
conditions  and  the  economic  position  of  the  U.S.  in  relation  to 
countries  receiving  such  assistance,  consistent  with  the  security 
and  foreign  policy  requirements  of  the  U.S.  ^ 

As  Table  1  demonstrates,  the  majority  of  U.S.  military  assis¬ 
tance  money  comes  from  FMS  off-budget  sources.  Grants  and  the 
grant-like  Military  Assistance  Program  (MAP)  both  use  relatively 
scarce  "on-budget"  money.  Thus,  due  to  the  difficulties  in 


obtaining  grants  under  the  current  constrained  federal  budget 
process,  there  is  a  strong  incentive  for  certain  U.S.  Government 
agencies  to  make  FMS  off-budget  loans. 

Obviously,  from  the  point  of  view  of  the  recipient  country, 
grants  would  make  the  cost  of  defense  relatively  cheaper  compared 
to  non-defense  goods.  The  result  is  a  change  in  the  budget  line 
and  a  move  to  a  higher  indifference  curve.  Figure  4  shows  this 

S  i  t'ia*-  ion. 


Non-Ik:  f  i  nse 


gui  4  Country  A  with  FMS  Grant  Aid 


FMS  grant  aid  rgusoi  a  stepwise  increase  in  a  portion  of  the 


budget  line  f : 


.(’  bp  -  *■’  there  arc  •  -  inis  attached  to 


t  h  i  money .  This  grant  money  meat  be  spent  on  defense  goods,  and 
i  t  must  be  spent,  in  the  United  ."rates.  But  since-  the  grant  per¬ 
mits  the  purchase  oi  more  defense  goods,  the  result  is  a  shift 


from  .  nd  .  {  f  erenci-  curve  It 


I  n  when  equilibrium  is 


establ i shed . 


The  result  is  that  the  cost  of  the  increased 


defense  can  be  borne  without  decreasing  the  amount  of  non-defense 
goods  in  Country  A.  And  this,  in  turn,  allows  increased  defense 
without  causing  the  destabilizing  internal  problems  of  the  FMS 
loan . 

Unfortunately,  this  still  leaves  Country  A  without  an 
increase  in  non-defense  goods.  Is  it  in  the  interest  of  the 
United  States  to  fund  both  defense  and  non-defense  goods  pur¬ 
chases?  We  believe  that  the  answer  is  "yes."  A  balanced  aid 
program  will  enhance  economic  growth  and  security,  and  will 
increase  the  stability  of  Country  A.  One  of  the  ways  to  accom¬ 
plish  this  is  through  the  use  of  Economic  Support  Funds  (ESF)  , 
either  in  grant  form  or  in  the  form  of  highly  concessional  loans 
which  would  include  a  large  grant  element. 


Figure  5:  Country  A  with  FMS  and  Economic  Grant  Aid 
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In  Figure  5,  Country  A  initially  starts  at  Point  1  with 
budget  line  B^.  Grant  aid  for  defense  increases  its  budget  line 
to  B 2  and  permits  a  shift  to  indifference  curve  I2.  At  point  2, 
Country  A  pays  for  defense  while  retaining  Q-^  of  non-defense 
goods.  However,  the  receipt  of  economic  assistance  (ESF)  causes 
the  budget  line  to  shift  to  B^  .  Non-defense  goods  are  now  rela¬ 
tively  cheaper  than  defense  goods,  causing  a  shift  to  indiffer¬ 
ence  curve  I-j  at  Point  3.  The  result  of  FMS  grant  aid  and  ESF  in 
combination  is  an  increased  level  of  non-defense  goods  (C^-Q^) 
and  an  increased  level  of  defense  (W^-W^ ) .  A  similar  shift  to  a 
higher  indifference  curve,  although  of  less  magnitude,  would 
occur  if  ESF  grants  were  used  in  coordination  with  FMS  loans. 

Could  Country  A  have  gained  the  increase  in  the  budget  line 
from  to  B ^  in  any  other  manner?  The  answer  is  yes--maybe. 
Country  A  could  decide  to  co-produce  the  weapons  it.  purchases. 
This  would  have  lowered  its  overall  arms  bill  as  well  as  increas¬ 
ing  its  GDP--both  of  which  would  have  helped  to  finance  the  move¬ 
ment  from  budget  ;  ir.e  B,  to  B?.  Or,  Count'  A  -ould  go  one  step 
further  —  it  could  ,a  vt  decided  v  _■  . .  .  .^dependent  arms 
industry,  and  even  se  V*  arms  itself  on  the  1 :  :  '''national  market. 
India,  China,  and  Israel  are  examp.es  of  Li>.  who  have  embattled 
on  this  course  of  action. 

However,  born  of  these  appi oacnes  rdf  i  •;  major  drawbacks . 
Coproduction,  1'  1  t  is  to  be  me  an 1  tig  f  .  1  •  ;  n.-  t.  .d  o[  just  bolting 


n  - 


the  wings  on  an  airplane,  for  instance),  presumes  a  level  of 
technical  competence  the  LDC  may  not  possess.  The  U.S.  company 
which  sells  the  product  may  not  be  anxious  to  cooperate,  and 
additional  licensing  and  overhead  costs  for  the  weapon  will  be 
incurred.  If  the  country  decides  to  actually  produce  and  sell 
arms,  it  will  find  that  U.S.  permission  is  required  before  these 
sales  are  allowed  if  major  components  of  U.S.  origin  are  involved 
(aircraft  engines,  for  example). 

Empirical  Evidence 

Unfortunately,  the  empirical  evidence  shows  that  except  for 
Israel  and  Egypt,  ESF  grants  are  not  consistently  used  to  offset 
debt  service  payments  generated  by  FMS  loans.  For  example,  Table 
2  provides  FY  1982  debt  service  and  grant  data  for  19  representa¬ 
tive  LDCs .  The  data  indicate  little,  if  any,  correlation  between 
debt  service  and  grants.  Further,  Table  3  provides  data  on  new 
U.S.  loans  and  grants  made  in  FY  1982.  Again,  except  for  Israel 
and  Egypt,  there  is  no  consistent  correlation  between  total  U.S. 
loans  and  grants.  Thus,  we  can  conclude  that  the  favorable 


economic  conditions  which  occur  at  point  3  in  Figure  5  are 
unlikely  to  occur,  except  by  chance. 


Countt les 
Ranked  by 

U.S.  Grants 

U.S. 

FMS  Debt 
Service 

U.S.  Economic 
Assistance 
Debt  Service 

All  External 
Public  Debt 
Service  U 

Total 
FY1982 
•S.  Gran 

Israel 

oi 

0 

1841.6 

1356.0 

Kqypt 

02 

0 

1956.0 

1034.0 

Turkey 

182.6 

0 

2250.0 

411.0 

El  Salvador 

0 

0 

78.1 

255.0 

Pakistan 

03 

1.27 

616.7 

230.0 

Sudan 

0 

0 

9.1 

20  3.0 

Indonesia 

33.9 

0 

2273.1 

186.0 

Philippines 

30.1 

0 

1029.0 

166.0 

Thailand 

9.7 

0 

1497.5 

96.0 

Honduras 

2.3 

0 

190.9 

94.0 

1  lmbabwe 

0 

0 

296.0 

76.0 

Morocco 

41.05 

0 

1385.1 

74 . 0 

Liberia 

.95 

0 

88.7 

73.0 

Somalia 

0 

0 

64.5 

71.0 

Costa  Rica 

0 

0 

136.5 

56.0 

South  Kcre 

243.5 

0 

4198.4 

53.0 

Tun  i  sia 

23.7 

0 

742.0 

33.0 

Oman 

0 

0 

108.3 

0  . 

Venezuela 

0 

0 

2834.1 

0 

Sources :  World  Bank,  U.S 
June  1983. 

.  Department  of 

Defense,  U.S.  Treasury, 

Notes : 

1  FMS  debt 

service  payments  begin  in 

FY1983.  The  first 

payment 

•will  amount  to  825. 

15  million  dollars.  PY1983  grants 

will  be 

S1.53B. 

1  FMS  debt 

service  payments  beqin  in 

FY1983.  The  first 

pa yment 

will  amount  to  284. 

2  million  dollars.  FY1983  grants 

will  be 

$1,183. 

•>  FMS  debt 

service  payments  begin  in 

PY1983 .  The  first 

payment 

will  amount  to  8.09 
$13.3  Mil  lion . 

million  dollars.  FY1983  grants  will  be 

TABLE  2 

DEBT 

SERVICE  AND 
Ml 

GRANTS  FOR  SEL 

Il.ions  of  u.S. 

ECTED  r.DCs  In  PYI?e2 

Dollar  3' 

n  r 


TABLE  3 


COUNTRIES 
Ranked  by 
US  GRANTS 


I  jr  ae  1 

Egypt 

Tur  <ey 

El  Salvaador 

Pakistan 

Sudan 

Indones l a 

Libya 

Philippines 
Jama  tea 
Brazil 
India 
Thailand 
Honduras 
Dominican 
Republic 
Z  imbabwe 
Morocco 
Liber i a 
Somalia 
Costa  Rica 
Korea 
Portugal 
Colombia 
Poland 
Tunisia 
Oman 
Spain 
Jordan 
China 

(Taiwan) 

Greece 

Venezuela 

I  of  Total 
Aid 

Category 


U.S.  GOVERNMENT  LOANS 
FOR  SELECTED  LDCS , 


AND  GRANTS 
FY  1982 


I  FY 1 9  8  2  U.S. 

GC ;  •  :  GRANTS 

AND  GRANT  EQUtVALENTS  1 

rY  1  9  8  2 

U.S.  GOV  T 

LOANS 

(5  Millions) 

$  Millions) 

TOTAL  USG 

*OB  GRANT 

MAP  k 

CE3T  OUT- 

ESP 

ELEMENT 

POR- 

STANDING 

6 

(US 

GIVEN 

TOTAL 

TOTAL 

GNP 

f Dec. ’ 82) 

DA 

■EEHEEJl 

FMSCR 

GRANTS 

FMSCR 

EX-IM 

CCC 

LOANS 

(SB) 

806 

800 

O 

34 

)o58 

1356 

1034 

050 

700 

5 1 

0 

0 

*3$ 

9  5 
t.  4 

26 

8.3 

6.6 

301 

5  3 

57 

411 

343 

23 

0 

366 

NO 

3.1 

182 

9 

64 

255 

i  7 

4 

27 

48 

3 

.  3 

200 

30 

0 

230 

C 

13 

50 

63 

23 

2.7 

152 

1 

50 

203 

60 

0 

0 

50 

9 

.  3 

91 

90 

0 

186 

i  - 

440 

0 

481 

6  7 

2.2 

156 

12 

10 

178 

ii 

t 

28 

3 

.  2 

107 

59 

0 

166 

SO 

3  5 

0 

35 

40 

.  7 

138 

19 

1 

158 

1 

8 

34 

4  3 

3 

.  3 

1 

104 

0 

105 

c 

159 

283 

442 

290 

2.0 

0 

100 

0 

100 

0 

74 

0 

74 

6  3 

3.3 

36 

56 

4 

96 

75 

49 

5 

127 

36 

.  3 

91 

2 

ii 

94 

19 

1 

0 

20 

5 

.  2 

82 

7 

i 

90 

4 

3 

60 

67 

7 

.  4 

75 

1 

0 

76 

0 

6 

0 

6 

6 

NF.G 

63 

n 

0 

74 

30 

22 

76 

128 

19 

.7 

66 

2 

5 

73 

7 

1 

0 

8 

.  4 

.2 

56 

0 

15 

71 

10 

0 

0 

10 

.  4 

.  i 

52 

2 

2 

56 

0 

1 

16 

1  7 

5 

.  1 

4 

49 

0 

53 

166 

81 

437 

604 

60 

3.5 

20 

6 

20 

46 

45 

3 

301 

349 

20 

.S 

3 

36 

0 

39 

10 

558 

c 

568 

34 

8 

36 

0 

0 

36 

0 

0 

26 

26 

103 

1.0 

17 

16 

0 

33 

95 

7 

0 

102 

9 

.  5 

15 

1« 

0 

29 

30 

1 

0 

31 

6 

.  1 

22 

0 

0 

22 

125 

38 

0 

16  3 

185 

1.  > 

15 

6 

0 

21 

55 

3 

0 

58 

2  .  3 

.8 

0 

2 

0 

2 

0 

225 

0 

225 

32 

1.7 

0 

0 

0 

0 

0 

0 

0 

0 

72 

.  1 

0 

0 

0 

0 

280 

0 

0 

200 

26 

.7 

91% 

45% 

99% 

-- 

97% 

50  i 

93% 

-- 

-- 

66% 

SOURCES : 


Total  Debts 

FM3  Dates 
EX- i M  Data: 

ESf  &  DA,  MDBS 


U.S.  Department  of  Commerce 
Bureau  of  Economic  Analysis. 

COngc « ss Iona  1  Presentation  Document,  DSAA. 
Expor  t- 1  sopor  t  Bank  of  the  United  States. 
U.S.  Overseas  Loans  and  Grants,  AID. 


The  total  outstanding  external  debt  of  LDCs ,  including  U.S. 
FMS  loans,  continued  to  increase  during  the  period  1980-1982. 
This  pace  appeared  to  be  more  moderate  than  the  average  over  the 
decade  1971-1980.  Data  collected  by  the  World  Bank  indicate  that 
external  public  and  private  long-term  debt  outstanding  (dis¬ 
bursed)  of  98  developing  countries  rose  at  an  annual  rate  of  21 
percent  during  the  period  1971-1980,  compared  to  about  15  percent 
during  1980-1982. 

These  data  tend  to  understate  the  growth  of  LDC  indebtedness 
and  to  mask  the  overall  gravity  of  their  external  debt  position. 
The  current  account  deficit  of  LDCs  rose  sharply  in  calendar 
years  1980,  .1981,  and  1982,  and  external  short — term  borrowing 

increased  to  cover  current  account  deficits.  Furthermore,  in 

1980-82,  interest  rates  continued  to  rise,  and  are  expected  to 
remain  high  for  the  period  1983-84  compared  to  the  average  during 
the  last  decade.  Also,  LDC  export  earnings  have  risen  less 
rapidly  than  debt  service  payments,  and  c-ven  substantial  cuts  in 
imports  to  reduce  .'invert  account  deficits  would  not  entirely 
al  1  eviate  debt  re-  •  ;•  •  h]  c~  ~  -  *  ••  >'<*cn:r  a  LDCs  f  o 

rely  heavily  upon  rho’-t-term  financing  *  r.  •<>•  current  account 
deficits,  dud  i  iicieed ,  t.iey  r.cvo  .  so  in  ,  is-"'-'  ,  r.r  i  '982 

to  a  greater  '>xter,1  that  in  any  sr,?'.  ious  year  since  1975.  Some 

of  servers  ,  i.  nc  ;  » nq  Wot  Id  ban*  oi  ;  o  :  a 1  s  ,  eAprensed  the 

<:•  .nee*,  n  that  LDC';  e  .  ;  .<  *  <  :  *  •  to  sh:.-r  t-t  ;  r  m  <  inane  ing  beyond 
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sustainable  limits.  Current  evidence  of  rescheduling  and 

1  g 

arrearages  by  most  LDCs  supports  this  concern. 


As  the  sample  in  Table  4  demonstrates,  the  specific  effects 
of  FMS  loan  service  fall  very  unevenly  across  the  LDCs.  For 
some,  FMS  payments  will  increase  to  a  substantial  part  of  total 
debt  service  by  1986.  For  others,  the  effect  will  be  minimal. 

TABLE  4 
RATIO  OF 

FMS  DEBT  SERVICE 
TO 

TOTAL  PUBLIC  DEBT  SERVICE** 


FMS  PAYMENTS/PUBLIC  DEBT  SERVICE  (%) 


COUNTRY 

1982 

1986 

Egypt 

0 

7.42 

Indonesia 

0 . 59 

0.33 

Israel 

30.99 

34.90 

Korea 

11.57 

2.98 

Morocco 

2.90 

1.00 

Pakistan 

0 

2.39 

Thailand 

3.07 

3.93 

Tunisia 

4.48 

8.20 

Turkey 

11.81 

14.47 

*  FMS  Debt  Service  figures  based  on  DSAA  estimates. 

**  1982  and  1986  Public  Debt  figures  based  on  Chase, 

DRI  and  OSD/ISA/PA/IEEA  estimates. 

At  first  glance,  the  distribution  of  debt  and  debt  service 
obligations  suggest  that  the  servicing  burden  falls  most  heavily 
on  LDCs  that  have  the  greatest  potential  capacity  to  bear  it-- 
LDCs  with  economic  prospects  that  are  better  than  the  aggregate 
prospects  for  the  LDCs  as  a  group.  Approximately  two-thirds  of 
current  LDC  debt  is  accounted  for  by  only  13  of  the  98  LDCs,  of 


which  six  are  significant  exporters  of  manufactured  goods  (Argen¬ 
tina,  Brazil,  Israel,  Korea,  Spain  and  Yugoslavia),  and  five  are 
crude  oil  exporters  (Algeria,  Egypt,  Indonesia,  Mexico  and 
Venezuela).  These  five  oil  exporters  have,  however,  borrowed 
heavily  based  upon  expected  oil  revenues.  As  stated  earlier, 
world  oil  prices  have  dropped  from  over  34  dollars  per  barrel 
(benchmark)  in  1980  to  29  dollars  in  1983  and  may  go  as  low  as 
25-27  dollars  by  1984.  Egypt,  Indonesia,  Mexico,  and  Venezuela 
have  recently  asked  creditors  for  substantial  rescheduling  of 
debt.  The  remaining  85  LDCs  have,  for  the  most  part,  relatively 

worse  economic  prospects  for  the  remainder  of  the  decade,  and 

debt  service  will  continue  to  be  a  major  financial  problem  for 
1  9 

these  countries. 

IV.  POLICY  IMPLICATIONS 
General 

For  most  LDCs,  U.S.  FMS  debt  service  is  a  relatively  small 

2  0 

portion  of  total  external  public  debt  service.  Nevertheless, 
FMS  debt  service  genet...'  es  an  outflow  of.  foreign  exchange 
currency  that  can  reduce  potential  LDC  growth  and  contribute  to 
economic  instability.  Further  ,  .•>  default  <  r.  FMS  loans  as  a 

result  of  LDC  economic  instability  could  damage  the  creditability 
of  U.S.  security  assistance  programs. 

Any  proposal  wr.icb  success f" . Ly  deal-  with  the  FMS  portion  of 
LDC  debt  service  mist:  be  able  .  o  function  within  certain  legal 


and  political  constraints.  For  example,  U.S.  negotiations  on  I.DC 
debt  rescheduling  must  take  place  within  the  legal  framework  of 
current  International  Monetary  Fund  (IMF)  agreements.  Also, 
dealing  with  a  single  element  of  a  particular  country's  debt  ser¬ 
vice,  such  as  FMS ,  without  at  least  reviewing  all  other  debt  owed 
by  that  country  is  against  stated  U.S.  policy.  Ideally,  a  debt 
service  review  for  a  particular  LDC  would  consider  all  legal  and 
policy  provisions  which  constrain  the  U.S.  Government's  ability 
to  change  FMS  debt  service  requi r  eir.r-nts .  Al  so,  any  program  of 
debt  relief  must  be  tailored  to  reward  a  country  that  diligently 
endeavors  to  service  its  current  public  debt,  and  provide  disin¬ 
centives  for  default. 

The  FMS  debt  service  problem  has  two  distinct  elements: 

(a)  Problems  associated  with  the  accumula¬ 
tion  and  servicing  of  old  debt,  and 

(b)  Problems  associated  with  future  financ¬ 
ing  and  the  need  to  break  the  cycle  of 
increasing  debt. 

Of  the  two,  legal  and  policy  constraints  most  directly  effect 
the  range  of  options  for  dealing  with  accumulated  debt.  However, 
for  both  elements  of  the  problem,  we  suggest  the  following  gen¬ 
eral  solution:  the  U.S.  Government  should  stop  using  "boiler 
plate"  assistance  packages  and  should  give  priority  to  careful 
examination  and  treatment  of  the  individual  economic  needs  of 
each  recipient  nation. 
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The  recognition  that  every  nation  has  different  credit 
t equ i r ements  based  on  its  economic  status  and  future  prospects 
should  lead  to  specific  mixes  of  grant  and  loan  aid  which  are 
tailored  to  each  country's  individual  needs.  These  distinctions 
could  be  made  through  the  use  of  the  "credit-worthiness"  evalua¬ 
tions  currently  employed  by  international  bankers.  In  fact,  sim¬ 
ply  treating  nations  differently  based  on  the  World  Bank's  guide¬ 
lines  for  lending  operations  would  be  a  good  start  in  this  direc- 


The  Problem  of  Accumulated  Debt 
Debt  which  has  accumulated  from  past  borrowing  creates  a 
twofold  problem.  It  decreases  credit  worthiness  while,  at  the 
same  time,  it  creates  liquidity  problems  as  scarce  foreign 
exchange  currency  is  used  to  pay  debt  service.  Both  problems  can 
be  relieved  by  either  reducing  the  total  amount  of  accumulated 
debt  or  by  rescheduling  debt  service  payments.  However,  legal 
and  policy  prohibitions  directly  effect  our  ability  to  reduce  a 
country's  past  debt,  md  new  approaches,  curb  nr  the  following 
options,  may  be  more  useful: 

(1)  Retroactively  Forgiv-.  Loans:  This  w'-n’d  ;  vonce  the 
amount  of  debt,  but  the  money  to  do  this  would  have  to 
be  included  in  curren'  11. S.  budget  appropriations.  It 
is  highly  unlikely  that  present  U.S.  economic  condi¬ 
tions  would  allow  the  appropriation  of  anough  money  to 
fund  new  programs  and  reduce  past  debt:  ali  at  the  same 
t  ime . 


(2)  Refinancing  of  Existing  FMS  Loans.  This  would  allow 
new  Federal  Financing  Bank  (FFB)  loans  to  replace  old 
loans  which  were  made  at  higher  interest  rates.  This 
option  requires  at  least  a  policy  change  and  probably  a 
legal  change  in  the  way  the  FFB  is  managed.  In  addi¬ 
tion,  it  would  only  address  problems  caused  by  the 
relatively  high  interest  rates  of  the  last  few  years. 


(3)  Rescheduling  of  Loans.  This  would  provide  some  short¬ 
term  relief  on  loan  payments,  but  it  would  do  nothing 
to  decrease  the  total  amount  of  debt.  In  addition, 
this  type  of  action  could  probably  be  accomplished  only 
through  the  Paris  Club  and  only  as  a  part  of  a  much 
larger  rescheduling  move. 


(4)  Loan  Repayment  Through  Barter.  This  would  help  any 
country  which  was  short  on  foreign  exchange  currency — 
but  it  presumes  that  there  exists  a  demand  for  the  bar¬ 
tered  goods  by  the  U.S.  Government  which  the  country 
could  not  otherwise  enjoy  simply  by  selling  on  the 
international  market.  Aside  from  stockpiling  require¬ 
ments,  it  is  unlikely  that  such  a  situation  would 
exist.  In  addition,  the  U.S.  Government  is  currently 
prohibited  by  law  from  accepting  non-cash  payments  for 
loans,  and  thus  either  some  intermediate  agent  would  be 
required  to  convert  the  bartered  goods  to  cash,  or  a 
change  of  law  would  be  necessary. 


( 5 )  Reduce  Loan  Repayments  Through  the  Use  of  Grants .  This 
would  entail  using  a  grant  instrument  such  as  ESF  to 

provide  cash  to  an  LDC  to  make  its  annual  loan  pay¬ 
ments.  This  could  be  done  in  several  ways.  ESF  could 

be  used  directly,  but  changes  in  ESF  laws  would  be 
required.  Or,  ESF  could  simply  be  given  to  the  country 
and  the  U.S.  Government  could  rely  on  the  principle  of 
fungibility  to  allow  coverage  of  repayments.  An  addi¬ 
tional  idea  would  be  to  appropriate  specific  grant 

monies  for  debt  repayment  and  then  to  simply  use  these 
to  cancel  part  of  the  country's  accounts  each  year. 
Increasing  ESF  funds  or  generating  new  grants  both  have 
the  obvious  disadvantage  of  again  raising  the  U.S. 
budget  appropriations  for  security  assistance. 
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In  sum,  current  legal  and  policy  restrictions  are  such  that 
it  is  extremely  difficult  to  deal  with  past  debt  accumulations. 
Very  few  viable  options  are  available,  and  all  would  appear  to 
require  some  degree  of  "double  funding"  as  appropriations  are 
made  to  cover  both  current  programs  and  past  obligations. 


The  Problem  of  Expected  Future  Debt 
To  keep  problems  which  have  arisen  from  past  debt  accumula¬ 
tions  from  being  further  complicated,  the  entire  debt  cycle  must 


be  broken.  This  means  that  future  FMS  deals  must  be  constructed 


with  an  eye  toward  reducing  potential  debt.  Several  options  are 
available  which  would  facilitate  the  process: 

(1)  "Buy-Down"  the  Interest  Rates  on  FMS  Loans.  This  would 
reduce  future  loan  service,  particularly  in  times  of 
high  interest.  It  would  require  appropriated  money  to 
contribute  the  grant  element  of  the  buy-down,  but  it 
would  allow  maximum  leverage  in  the  use  of  this  money. 
The  rs  currently  no  precedent  for  this  type  of  program. 


Trade  "Dollar  for  Dollar"  on  Program  Reductions  and 
Grant  Assistance.  This  would  reward  a  country  for 
reducing  its  overall  program  level  by  increasing  its 
grant  aid.  The  money  required  would  ho  an  on-budget 
apptops.  i .  -io;..  This  cone  .  p-  r  v  f  • tl'<-  *rM  t  rary 

manner  i:>.  v/hic:  program  levels  -10.  od.  .  would 

probably  he  necessary  to  use  a  straight  •  l  rr.  mg  conc'-pt 
to  develop  a  base  level  for  the  country  p.-.  ..tarn,  and 

then  to  r -2a  sure  vari  rtro:  yk  jn-i  t  h . r-  i>-  .  n.  . . , 

this  does  not  allow  for  r.  e  possibi ! . ry  cu  a:  .aci-a:;- 
ing  threat,  and  it  assigns  little  credibi  1  i  ty  to  the 
country  threat  assessment  process. 


(3)  Use  Floating  Rates.  Virtually  all  international 
lenders  are  now  usinq  floating  rates.  This  innovation 
would  help  FFB  borrowers  in  times  of  decreasing 
interest  rates  and,  if  high  interest  rates  can  be 
assumed  to  be  transitory,  it  would  assure  that  a  coun¬ 
try  was  not  penalized  simply  because  it  purchased 
weapons  at  a  time  of  high  rates. 

(4)  Lengthen  Drawdown  Period  on  FMS  Loans.  Currently,  FMS 
loans  must  be  drawn  down  within  a  two-year  period.  If 
this  period  was  extended,  a  country  would  have  more 
flexibility  on  the  interest  rates  it  would  be  required 
to  pay.  However,  this  would  remove  the  sense  of 
"immediate  aid"  from  the  FMS  program  and  alter  the 
character  of  such  assistance  to  that  of  a  long-term, 
slow  reaction  program.  Tuis  won.d  be  a  fundamental 
change  in  the  concept  of  FMr  aid. 

(5)  Limit  Sales  for  Credit  Reasons.  Here  a  current  esti¬ 
mate  of  the  recipient  country's  economic  viability 
would  be  used  to  establish  how  much  loan  assistance 
could  be  granted.  Beyond  that  point,  further  loans 
would  not  be  made,  and  either  grant  aid  or  a  cessation 
of  sales  would  be  required.  This  option,  like  (2) 
above,  also  weights  economic  factors  heavier  than 
threat  assessment. 


( 6 )  Increase  Grants  and  Highly  Concessional  Loans.  This 

deals  most  directly  with  the  problem  of  future  debt. 
However,  it  has  obvious  on-budget  impacts  on  appropria¬ 
tions  and  may  be  difficult  to  implement  in  times  of 
U.S.  economic  austerity. 


There  appear  to  be  a  number  of  possible  ways  to  deal  with 
future  debt,  many  of  which  would  not  be  so  difficult  to  implement 
as  those  which  address  total  debt.  Again,  increased  on-budget 
funding  would  be  required  unless  FMS  sales  are  simply  curtailed. 


In  conclusion,  no  program  can  adequately  provide  security 
assistance  unless  it  is  tail  red  to,  and  cognizant  of,  the 


specific  needs  of  the  recipient  nation.  After  that,  the  program 
may  or  may  not  be  able  to  deal  with  the  problems  of  past  and 


future  debt.  In  reality,  any  decision  maker  in  this  arena  is 
constrained  to  choosing  between  two  avenues  of  approach:  (1)  Do 
nothing  and  continue  to  run  the  FMS  loan  program  as  has  been  done 
in  the  past.  (2)  Attempt  to  solve  problems  arising  from  FMS  debt 
using  either  methods  suggested  in  this  paper  or  other  possible 
methods . 
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APPENDIX  1 


COUNTRY  ANALYSES 

This  appendix  presents  an  economic  analysis  for  19  selected 
LDCs  that  are  of  particular  interest  to  both  the  Department  of 
Defense  and  the  State  Department.  These  19  are:  Costa  Rica, 
Egypt,  El  Salvador,  Honduras,  Indonesia,  Israel,  Korea,  Liberia, 
Morocco,  Oman,  Pakistan,  Philippines,  Somalia,  Sudan,  Thailand, 
Tunisia,  Turkey,  Venezuela,  and  Zimbabwe. 

The  Forecasting  Models 

The  analysis  for  each  country  is  based  upon  Chase 
Econometrics,  Wharton,  U.S.  Department  of  Commerce,  and  U.S. 
Department  of  Defense  forecasts  of  LDC  economic  activity  for  the 
period  1983-88.  We  also  provide  annual  public  debt  service 
amounts  based  upon  current  loans.  These  data  were  obtained  from 
the  World  Bank,  the  Agency  for  International  Development  (AID), 
and  the  Defense  Security  Assistance  Agency  (DSAA) . 

We  begin  with  a  general  description  of  the  forecasting  models 
which  were  usee  a.;  h  .s  ;  .  ■  .  ....  1  .  The  Chase 
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ity  and  special  etui."  a  r  a  i  featu?  * .  each  economy 


As  illustrated  in  Figure  6,  each  model  is  built  around  gross 
domestic  product,  private  consumption,  and  investment  functions. 
Private  consumption  is  dependent  on  disposable  income  and  a  mar¬ 
ginal  propensity  to  consume  based  on  an  econometric  analysis  of 
recent  historical  data  (1961-76).  The  investment  function  is 
determined  by  the  aggregate  level  of  economic  activity  (GDP)  and 
credit  availability.  These  two  variables,  coupled  with  the 
demand  for  the  country's  exports  and  the  demand  for  goods  and 
services  from  the  government  sector,  determine  the  output  from 
manufacturers,  construction,  mining,  utilities,  services,  and 
agriculture  that  comprise  gross  domestic  product  on  the  supply 
s  ide . 

Essentially,  private  consumption,  private  investment,  imports 
-.nil  -/ports  are  determined  by  behavioral  equations  which  are 
enhcg-r^us  to  the  model.  Government  consumption,  public  invest- 
foreign  assistance  (grants  and  loans),  and  net  external 
.  V’  ‘  -*1  investment  are  exogenous  and  are  determined  by  an 
o.alysis  of  trend..  A.  ■■  ..  f  „v  ..r  i  -  ‘  T>'  per  - 

ticular,  we  ha"*-  pro  »-Vd  -uta  and  forecast  .  .0.  loan  a*,;-  1  ■>- 
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and  Chase  Econorreti  ics. 

Disposable  :  r-.-  n  i  n  :  •  al  •  or--  jr  -  function  —f  wage  no]  icy 
and  employment,  deoer.d » ng  on  the  lev  at  d  at'.  ..it,  and 


A 


distributed  profits,  discounted  for  price  inflation.  Wages, 
labor  productivity,  import  prices,  and  monetary  policy  determine 
domestic  inflation.  Prices,  exchange  rates,  and  domestic 
economic  activity  determine  import  demand.  Import  demand  then 
feeds  into  the  balance  of  payments  accounts  to  determine,  along 
with  services  and  interest  payments,  the  current  account  deficit 


THE  FORECAST  FOR  COSTA  RICA 


Costa  Rica  is  continuing  to  endure  an  acute  economic  and 
financial  crisis.  In  1981,  real  GDP  fell  for  the  first  time  in 
twenty  years.  This  trend  has  continued  and  real  GDP  is  projected 
to  decline  by  5.9  percent  in  1983.  Inflation,  as  measured  by  the 
wholesale  price  index,  accelerated  to  an  unpreceden ted  117  per¬ 
cent  in  1981  and  was  at  a  79  percent  rate  in  1982.  The  unemploy¬ 
ment  rate  rose  from  6  percent  in  1980  to  9  percent  in  1982.  The 
sharp  deter loration  in  Costa  Rican  economy  has  been  caused  by  a 
multitude  of  events.  High  energy  prices,  the  worldwide  reces- 
d;  'ruption  of  the  Central  American  Common  Market  and  high 
:  ..ayroents  or  external  debts  are  among  the  major  external 

t."’*  us.  Large  public  sector  deficits  and  sizeable  exchange  sub- 
\o  :  es  by  . se  Central  Bank  have  also  contributed  to  the  declining 

ec  n.^my . 
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force  and  half  of  all  exports.  Coffee,  bananas,  and  livestock 
typically  account  for  80  percent  of  agricultural  output  and  85 


percent  of  all  agricultural  exports.  Agricultural  output 
declined  significantly  in  1982  due  to  adverse  weather  conditions 
and  weak  foreign  demand. 

Manufacturing  accounts  for  22  percent  of  GDP,  15  percent  of 
the  labor  force  and  40  percent  of  exports.  Food  processing 
represents  half  of  the  manufacturing  value  added.  Political 
disruptions  in  the  Central  American  region  coupled  with  the 
severe  slump  in  the  domestic  economy  and  problems  in  obtaining 
raw  materials  have  adversely  affected  the  manufacturing  sector. 

The  utilities  sector  has  oeen  gaining  in  importance  in  recent 
y-;.'s  due  to  sizeable  public  investment.  The  movement  into 
•  ■ ,  »leccr ic  power  has  allowed  Costa  Rica  to  reduce  oil  imports 
■.  o--z  +  :  erably.  In  fact,  Costa  Rica  currently  exports  electricity 

■ n  N_„<  -agn"  and  Honcuras  and  expects  to  begin  sales  to  Panama  in 

_  # 

J  ‘  - 


--rom  1978  to  1981,  the  Costa  Rican  public  sector  budget  suf¬ 
fered  an  overall  deficit  which  tripied  in  absolute  terms  and 
increased  from  9  percent  of  GDP  in  19,8  to  14.5  percent  of  GDP  in 
1981.  In  1982,  the  Costa  Rican  government  toox  action  to  contain 
expenditures  and  raise  taxes  and  public  enterprise  tariffs.  The 
result  was  an  overall  deficit  of  9.1  percent  of  GDP  by  the  end  of 


1982.  To  finance  the  overall  deficit,  the  nonfinancial  public 
sector  relied  heavily  on  domestic  credit  during  the  1978-80 
period.  Domestic  financing  was  reduced  from  6.5  percent  of  GDP 
in  1980  to  3  percent  in  1981,  reflecting  the  higher  level  of 

foreign  financing  in  terms  of  colones  as  a  result  of  the  devalua¬ 
tion  and  accumulation  of  unpaid  interest. 

The  net  domestic  assets  of  the  banking  system  expanded 

rapidly  during  the  1978-1982  period.  The  public  sector's  need 
for  financing  was  the  cause  from  1978-1980,  and  the  accumulation 
of  r  rge  external  payments  arrears  and  emergence  of  exchange  sub- 
aid  •*  since  j.980  recounted  for  monetary  growth.  By  the  end  of 
.  32,  che  outstc.nding  arrears  were  at  $1.1  billion. 

C  ^a  diet's  outstanding  medium  and  long-term  public  and  pub- 
jU-*;  ant_-eu  e  .ternal  debt  has  grown  at  an  annual  rate  of  25 
r  •  ...  sj  ,cf  1.978.  Ouch  debt  increased  from  $1  billion  at  the 
&7p  co  $'6  billion  vy  th€  end  of  1982.  The  average  debt 

j  u_ i v  tell  iiOP  "r  .2  years  in  1978  to  9 . ’  years  in  1981,  while 

verage  grac  •  p-  -  ’  x;  s  f« 1 '!  *  -or;  5  .  ‘  year:  yea;-.  The 

average  int '  -er,t  r  ’te  ose  during  this  period  f  r  cm  3.7  percent  to 
.•  .  perce  ic  and  ■  he  gr  ant  l-jr-er.  ■  cotel  den’.  ..a.  *  *  .  nee  t  r  cm  9.7 
percent,  to  .5  percent,  The  »•  e  v?s  ar  improvement  in  borrowing 

?  n  1  '>  8  2  since  7  0  percent  o.  r;ew  loans  e  von  .r acted  from 


The  debt  service  burden  of  Costa  Rica's  loans  has  become  very 
troublesome.  Contractual  debt  service  payments  increased  from 
1978  ($302  million)  to  1982  ($656  million)  This  represented  a 

tripling  in  the  debt  service  ratio  from  29  percent  to  58  percent 
between  1978  and  1982.  Delays  in  debt  service  payments  by  the 
public  sector  began  in  mid-1981.  By  August  of  1981,  Costa  Rica 

stopped  servicing  all  external  debts  except  those  with  multina¬ 
tional  creditors.  With  the  installation  of  the  new  administra¬ 
tion  in  May  1982,  Costa  Rica,  unde;,  tne  spor  orship  of  the  Pans 
Club,  signed  a  debt  rescheduling  agreement  with  ten  creditors 
including  the  U.S.  ' n  April  of  1983,  a  Memorandum  of  Understand¬ 
ing  was  signed  with  commercial  banks  regarding  debt  rescheduling, 
arid  in  May  of  1982  proposals  were  made  regarding  outstanding  U.S. 

.  '-denominated  CDs.  Despite  such  efforts,  the  debt  service 

.i'dv.n  •-  exoected  to  continue.  Even  with  the  agreements,  debt 

sir-.  payments  are  projected  to  increase  from  $476  million  in 
1S33  t  >  500  million  in  1988. 

The  U.5.  Government  portion  of  the  Costa  Rican  public  debt 
service  is  relatively  small.  Total  U.S.  loans  including  FMS , 
AID,  E::-Im  Bank,  Expor*-  Credit,  and  PL-480  will  amount  to  three 
percent  of  total  Costa  Rica  i  foreign  debt  service  in  FY  1983. 
U.S.  FMS  for  the  same  period  will  account  for  .16  percent  of 
Costa  Rica's  total  foreign  deb-,  service.  Details  on  debt  service 
are  provided  in  Table  5. 


C;  4 


While  improving  world  trade  conditions  will  assist  Costa 

Rica's  economic  plight,  only  modest  growth  is  anticipated  for  the 

immediate  future.  The  debt  service  burden  will  not  dissipate 

23 

quickly  and  will  hamper  recovery  possibilities. 
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THE  FORECAST  FOR  EGYPT 


The  Egyptian  GDP,  which  registered  an  impressive  average 
annual  growth  rate  of  8  percent  during  the  period  1974-79,  lev¬ 
eled  off  to  6.0  percent  in  1980-82.  This  leveling  was  due 
largely  to  the  worldwide  recession  and,  in  particular,  the  drop 
in  world  oil  prices.  Lower  world  oil  prices  have  not  only 
affected  the  Egyptian  balance  of  payments  but  also  the  level  of 
domestic  economic  activity.  Egypt  had  relied  upon  revenues  from 
oil  exports  tc  finarce  a  20  percent  annual  increase  in  the  value 
of  imports,  primarily  food,  which  now  accounts  for  over  half  of 

O  A 

Egypt's  import  dj.H. 

The  ;  hructural  problems  that  Egypt  faces  rear  to  be  well 
r  ^rer-hod.  foremost  among  these  is  rapid  population  growth 
"h,  eater’s  paribus,  indicates  a  worsening  jobless  situation 
itur'  .  The  labor  force  is  increasing  at  a  current  rate 
'  thousand  to  a00  thousand  per  year,  and  is  growing  faster 
‘  v?  economy's  capacity  to  create  new  jobs.  In  the  past,  the 
O'-;'*  h-vp  r „  isistently  found  employment  in  other  Arab  coun- 
i  -s ,  but,  ~r  S'  ci.nl  and  political  reasons .  these  nations  are 
xess  willing  to  ac  opt  Egyptian  labor  compared  to  the  decade  of 
the  1970s. 

The  rapidly  expanding  population,  coupled  with  a  limited  sup¬ 
ply  of  arable  land,  has  produced  much  faster  growth  in  agricul¬ 
tural  consumption  relative  to  production.  Adding  to  the  problem 


are  the  Egyptian  Government  s  agricultural  pricing  and  farm  sub¬ 
sidy  policies  that  have  attempted  to  hold  consumer  food  prices  at 
fairly  constant  levels.  Subsidies  have  stimulated  domestic  con¬ 
sumption  and  controls  at  the  producer  level  have  discouraged 
farmers  from  cultivating  crops  whose  prices  are  subject  to  offi¬ 
cial  controls.  Consequently,  imported  food  now  accounts  for 
about  r>0  percent  of  the  country's  domestic  requirements  and  con¬ 
stitutes  about  44  percent  of  the  country's  annual  total  import 
bill.  The  subsidy  program  is  not  limited  to  food,  but  applies  to 
a  broad  range  of  commodities,  particularly  petroleum.  At 

present,  Egyptians  pay  only  about  20  percent  of  the  international 
price  of  oil,  which  has  not  only  stimulated  growth  in  domestic 
o.l  consumption  to  a  rate  of  about  12  to  15  percent  per  year  over 
C  e  period  1980-82,  but  has  reduced  the  exportable  petroleum 
s:r;  s  during  the  same  period. 

r"  °  pollems  of  development  in  Egypt  are  twofold;  creating 
r  ve  jobs  and  generating  foreign  exchange  to  finance 
'  itxopment.  Until  now,  Egypt  has  relied  heavily  on  substantial 
ann  ;al  inflows  of  foreign  exchange  earnings,  principally  from 
Egyptian  expatriate  oil  workers'  remittances. 

However,  remittances  have  dropped  from  over  3  billion  in 
1980-81  to  slightly  over  2  billion  in  1982-83.  This  fall  is  due 
in  part  to  a  cutback  in  Egyptian  expatriates,  but  it  was  a]  so 
affected  by  a  sharp  fall  in  the  value  of  the  Egyptian  pound 


compared  to  major  trading  currencies. 


I 


v 


I 
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During  the  past  decade,  Egypt  also  benefited  from  highly  con¬ 
cessional  loans  from  the  U.S.  and  other  developed  countries.  In 
1981-82,  concessional  loans  amounted  to  over  2.1  billion  dollars 
with  over  half  coming  from  the  U.S.  However,  in  his  January  1983 
visit  to  Washington,  President  Mubarak  failed  to  obtain  an  agree¬ 
ment  which  would  allow  a  portion  of  U.S.  economic  assistance  (AID 
loans)  to  be  allocated  to  balance-of-payments  support.  He  also 
failed  to  get  U.S.  military  assistance  raised  from  1.3  billion 

dollars  to  1.7  billion  with  a  large  part  of  that  aid  forgiven  to 

2S 

gain  Egyptian  parity  of  treatment  with  Israel.  Egyptian  offi¬ 
cials  were  not  putting  too  much  store  in  the  prospect  for  further 
r~ iericar.  largesse,  given  the  depressed  state  of  the  U.S.  economy 
...  the  growing  controversy  in  Congress  at  the  disproportionate 
sh.-.rs  -.hat  Egypt  and  Israel  take  of  total  U.S.  development  aid 
co  the  Third  World  (about  two-thirds).  President  Mubarak  did, 
however,  gain  American  concessions  on  greater  flexibility  in  the 
use  of  aid.  Civilian  ana  military  aid  arc  s-.-’-edu  1  to  remain  at 
current  levels  in  1984  ,  but  no  promises  have  been  made  beyond 
that  point.  (See  Table  9  for  beta,  is.) 

Further  evidence  of  the  harsh’-.'  ^c'romic  climate  emerged  when 
World  Bank  President  Ion  Clausen  visited  Cairo  in  January ,  1983. 
Egypt  had  hopp’d  to  be  reinstated  an  eligible  for  :  •••w  highly  con¬ 


cessional  loans  from  the  International  Development  Agency  for  the 


period  1983-84.  Instead,  Mr.  Clausen  offered  to  raise  lending 
from  a  current  470  million  dollars  to  600  million  dollars  per 
year,  over  the  next  five  years,  at  an  interest  iate  of  10  percent 
per  year.  As  a  result,  the  World  Bank  is  no  longer  a  particu¬ 
larly  attractive  source  of  finance  for  Egypt. 

The  increasing  cost  of  finance  has  beer,  felt  in  debt  servic¬ 
ing,  which  has  doubled  in  the  past  two  years  as  the  grace  period 
on  loans  rescheduled  in  1977  begins  to  lapse.  The  quest  for  new 
loan  financing  is  becoming  more  difficult.  With  U.S.  economic 
assistance  at  current  levels  in  doubt  beyond  1986,  Egypt  can  no 
longer  automatically  rely  on  a  total  of  2.1  billion  dollars  of 
'ow  nterest  rate  foreign  loans  being  available  each  year. 
Access  of  Arab  funds  therefore  becomes  crucial  if  planned  Egyp¬ 
tian  Government  programs,  Particularly  in  defense,  are  put  into 
effect . 

The  Egyptian  Government  has  done  a  great  deal  to  develop 
transport  and  communications  infrastructure,  which  accounted  for 
17  percent  of  planned  government  expenditures  1981-82.  Power 
generation  accounted  for  8.0  percent  of  government  expenditures. 
All  three  areas  have  been  major  beneficiaries  of  foreign  aid. 
The  French-financed  Cairo  metro  project  got  underway  last  year. 
Talks  are  still  progressing  with  France  on  the  first  two  of  eight 
nuclear  reactors  that  the  Egyptian  Government  hopes  will  be  pro¬ 
ducing  40  percent  of  Egypt's  electric  power  by  the  turn  of  the 


century.  However,  the  shelving  of  a  special  fund  set  up  from  oil 
revenues  for  this  purpose  has  raised  the  question  of  finance. 


Transport  and  communications  will  continue  to  be  major  areas 
of  economic  activity,  but  the  1982-8?  Egyptian  Government 
Economic  Plan  emphasizes  oil,  agriculture,  and  industrial 
development  as  the  three  sectors  bearing  most  or.  the  country's 
ability  to  generate  exports  and  stem  the  level  of  food  imports. 

The  oil  industry  is,  in  fact,  increasingly  upbeat  about  its 
prospects  for  the  period  19P3-bl.  Hopes  are  pinned  on  the  Gulf 
of  Suez  and  the  area  north  of  Hurqhada  on  the  Red  Sea,  where  a 
British  Petroleum-  led  consortium  has  found  a  potential  100 
thousand  barrel  per  day  reserve  at  Zeit  Bay. 

Plans  for  an  extensive  t at roch^mical  industry,  including 
refineries  and  transpor*-  terminals,  have  been  shelved  in  view  of 
the  world  oil  glut.  howev  :r  ,  t-f  new  refineries  are  being  built 
at  Su«^z  and  Assiut,  wh.  ch  wixl  brina  refinery  capacity  to  400 
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exports.  The  heavy  investment  in  the  oil  sector  (around  300  mil¬ 
lion  Egyptian  pounds  a  year,  quite  apart  from  the  2  billion  dol¬ 
lars  foreign  oil  companies  have  undertaken  to  spend  in  explora¬ 
tion  over  the  next  five  years)  means  that  oil  and  oil  products 

will  continue  ro  account  for  a  significant  proportion  of  exports 
and  of  GDP  during  the  forecast  period.  However,  the  near  zero 
growth  in  tne  past  two  years  has  pulled  down  the  sector's  contri¬ 
bution  to  GDP  from  IB. 2  percent  to  16.8  percent.  The  growth  rate 
for  the  o)  1  sector  is  expected  to  ir  Lease  to  over  10  percent  by 
19?8,  however,  oil's  share  of  GDP  will  remain  at  16-17  percent. 

Agriculture  is  poised  to  regain  some  of  the  ground  lost  in 
:  i<  rast  two  decades.  Growth  rates  are  expected  to  improve 

y  over  the  forecast  pet  i  >d  f-or  around  3  percent  to  3.5  per- 
■  the  beneficial  ef  ro  ts  of  the  drainage  program  and 

i  v  ■  aral  [  roduc  iv^y.  Th~  shift  to  relatively  free 

t  ag  ~ulvural  proc  ict  p. i,ir_  will  also  help.  However,  as 
;  ;t’culvurcl  7  owth  rate  is  currently  well  below  overall  GDP 
jrowth ,  the  conti : but  ion  of  agr *c t  -  re  to  GDP  will  continue  to 
shrink,  cor.ing  down  from  19.0  perce"1*  it.  1982  to  around  16  per¬ 
cent  in  1987.  Acricultur--  ard  fcor~  security  will  account  for 
about  12-14  percent  of  total  public  and  private  investment  during 
the  period  1982-87. 

A  major  plank  in  the  policy  of  checking  import  growth  is  to 
rationalize  consumption  of  imported  agricultural  products,  which 
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is  growing  5  percent  a  year  under  the  influence  of  a  2.8  percent 
annual  increase  in  the  population.  This  will  be  done  by  pegging 
food  subsidies  to  2.0  billion  Egyptian  pounds  and  bringing  them 
down  as  a  percentage  of  a  growing  GDP.  The  1982-83  budget 
assumes  that  subsidies  as  a  percentage  of  GDP  will  fall  from  10 
percer  to  8.2  percent.  However,,  last  year's  subsidy  bill  was 
300-400  million  Egyptian  pounds  more  than  the  2  billion  prelim¬ 
inary  estimate,  and  only  lower  cereal  prices  lend  any  credibility 
o  this  year's  target. 

In  ceneral,  the  Egyptian  Government  will  concentrate  on 
bring... g  much  spare  industrial  productive  capacity  into  use  as 

r.  srble  ever  the  period  1983-88.  The  emphasis  has  moved  from 
■'  :S  'in'5  services  to  food  security  and  manufacturing,  with 
...  c,  -3d.  cing  imports  and  ir.cte  sing  experts.  Exports  are 
*-  grow  at  8.5  percent  per  year  and  the  growth  in  imports 
eg  held  lack  to  4  percer t  a  year.  Total  public  and  private 
■,-i  r-?nt  is  expected  *o  average  34  billion  pounds  per  year,  of 
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Also,  the  per forrnanee  of  the  oil  sector  over  the  next  few  years 
will  largely  determine  how  fast  industrial  production  recovers. 
Industry,  on  the  other  hand,  is  improving  steadily  on  the  7-9 
percent  growth  rates  of  the  19'<0s  and  should  average  a  9-10  per¬ 
cent  annual  improvement  over  the  next  five  years.  This  will 
bring  its  share  of  GDP  up  to  20  percenc  by  1987  as  government 
infrastructure  programs  and  public  sector  pricing  reforms  con¬ 
tinue  to  bear  fruit. 

Import  duties  and  tax  revenues  continue  to  show  only  modest 
growth  despite  attempts  to  rationalise  tax  structures  and  improve 
collections,  so  the  government  def  c,t  is  calculated  to  rise  from 
an  .c  u...  4.49  billion  pounds  in  19C  82  to  4.85  billion  pounds 
i  /t'°-83.  Higher  in^errest  ntt^  are  ..cginning  to  attract  sig- 
r  •  arm  avings,  c't  in  varely  suff-oieat  quantities  to  offset  a 
r  1  avil.-’ble  foreign  credits  and  loans,  so  the  3.35  billion 
available  to  finance  t‘  a  deficit  is  only  150  million 
than  the  previois  year-  -less  than  the  rise  in  the  gross 
•  •  fir'*-.  rhe  net  deficit  to  be  financed  by  the  banking  system 
will  therefore  increase  from  an  actual  1.3  billion  pounds  in 
lc8l-82  1  .5  billion  in  1982-83.  The  Egyptian  Government  is 

eypected  to  reduce  government  capital  expenditures  rather  than 
see  the  net  deficit  rise  much  higher. 

The  world  market  price  of  oil  will  be  the  key  determinant  of 
Egypt's  foreign  exchange  ce.  - ; ngs  in  1982  and  beyond.  Other 


foreign  exchange  earners  are  workers'  remittances,  tourism  and 
Suez  Canal  dues. 

Ac  previously  stated,  workers'  remittances  will  be  affected 
by  a  decline  in  demand  foi  expatriate  labor  in  the  Arab  states 
even  chough  demrnd  for  Egyptian  guest  workers  is  relatively  ine¬ 
lastic.  A  modest  recovery  in  remittances  can  be  expected  in  1984 
as  the  Egyptian  pound  stabilizes  and  tne  effect  of  higher  domes¬ 
tic  interest  rates  begins  to  attract  higher  savings. 

The  country's  hotel  room  stock  has  doubled  in  the  past  few 
years,  so  the  tourist  industry  u  theoretically  well-placed  to 
meet  any  upturn  in  business  The  jp>-ed  at  which  tourist  revenues 
pick  up,  however,  depends  on  ,  c.ick  y  the  Western  economies 
recover.  Egypt's  unique  anc..t.t  ti  s  rsure  a  bedrock  of  tour¬ 
ist  earnings.  However,  expansion  ntr  the  highly  competi t : "e 
beach  tourism  market  with  ca  do  e’opment  of  the  northwest  aid 
hed  Sea  coasts  could  run  i  i.o  r  chief  '  as  Egypt  has  yet  to  tarn 
e  reput  .:tion  f  c .  /  ■  .•  .1  %  :  ;  cr  ?y  spt  n*  .  '.sequent  ly ,  only 

m>'  ’--nt  .  a  t  .  -.-u  t  i  "t.<'  i  .  v<> 

y  c  1  r  s  . 

The  nee  amMt  ■>  ous  c1  a~r:  *•  <  ;  ’he  9  tie  "  1  into  a  two- 

lane  waterway  have  been  sin-1  >  and  heveJ  oott.x.,  .nio  expansion 
limited  to  providing  i.n  ■  <-.■  ;.'4  k  • .  1..*.  ».;i  1  1  ;  t  the  scope 


Suez  Canal  has  ridden  out  the  recession  relatively  well.  A  5-10 
percent  nike  in  tolls  in  January  1983  will  help  boost  earnings  by 
12-13  percent  in  calendar  year  1983.  Beyond  1983,  earnings  are 
forecast  to  grow  at  10  percent  a  year  over  the  decade  or  the 
e ighties . 

As  previously  staged,  the  Egyptian  Government  will  concen¬ 
trate  on  promoting  oil,  industrial,  and  agricultural  exports. 
Oi L  exports  are  expected  to  grow  at  a  rate  of  10  percent  per  year 
o-.er  the  period  1982-88,  assuming  that  domestic  consumption  sta¬ 
bilizes.  Planners  estimate  that  non-oil  exports  will  have  to 
grow  at  an  annual  rate  of  12-13  oercent  if  the  economy  is  to  make 
tue  transition  from  an  oi 1 -and-services-led  export  base  to 
.mere'. ...  luring  by  the  end  of  the  century.  Agricultural  exports, 
•mi.  h  ernendy  run  to  300  nul]  '.on  dollars-  should  maintain  a 
-  ■  ady  10-  ,  5  percent  annual  grow  h  as  the  market  cases  ir  on 
.  -  pt's  un:  gue  g..  owing  conditions.  Export  penetration  of 
v«-!oi  pc-  larke  s  -/it]  bc  minimal,  and  Egypt  will  be  looking  to 
,  ^  i".  -r  Worlo  o  expan'i  trade. 

o  mo  ,or  s  •  n  the  structural  component  of  imports  is 

fu.  -seer,  over  tie  uerioi  1983-84  .  The  plan  to  limit  the  growth 
in  imports  to  4  percent  a  year  in  real  terms  is  unrealistic  if  a 
high  level  of  capital  spending  is  to  be  maintained--and  this  is  a 
prerequisite  for  the  6-8  percent  growth  rates  in  GDP  envisaged  in 
the  plan.  The  improvement  in  agricultural  production  will  only 


make  a  marginal  impact  on  imports  because  consumption  is  rising 
more  quickly. 

The  Egyptian  Government  will  probably  erect  tariff  barriers 
to  protect  local  industries  by  curtailing  the  demand  foi  merchan¬ 
dise  imports.  A  number  of  projects  like  the  World  Bank-sponsored 
Dikheila  steel  plant  will  make  a  major  impact  through  import  sub¬ 
stitution.  This  will  also  be  true  for  the  proposed  2  billion 
dollar  fertilizer  complex  at  Safaga,  which  will  use  phosphate 
rock  from  the  Abu  Tartour  deposits  in  the  Western  Desert  and 
feedstock  from  the  Gulf  of  Suez  gas  fields.  If  the  project 
proceeds,  Egypt  would  not  only  become  self-sufficient  in  fertil¬ 
izers,  but  also  a  net  exporter. 

No  major  changes  are  foreseen  in  the  pattern  of  trade,  which 
is  determined  by  the  availability  of  cheap  credits.  The  U.S., 
which  currently  accounts  for  nearly  25  percent  of  merchandise 
imports,  will  continue  to  dominate .  France,  West  Germany,  Japan 
and,  to  a  lesser  extent,  the  *J.K  .  .  will  r»ni;n  ma;ior  trading 
partners . 

Under  the  *  1  I .'t.t  of  a  •.  r  --  ior  v.  -s  c  V”  •'  <  .f  1  :  .tie, 

the  current  account  deficit  v :  1  •  ue">  to  cov>-  •  "•  bill  ion  del  Tars 
by  1988.  Financing  the  current  deficit  has  always  been  difficult 
because  ot  the  tr  no  i  L  tonally  sign  utve  i  of  uiacrca;it  "d  payments  . 
Equally,  the  cc"f  rv:P'  ha.,  ut  '  i  :ria-;  c.>>.  mt  <  i  •  eve.  i  u»  .  -uch  as 


the  special  oil  fund  (shelved  this  year)  which  was  set  up  in  1981 
to  finance  the  nuclear  power  program.  More  recently,  the  govern¬ 
ment  has  had  recourse  to  the  1  billion  dollars  in  arms  sales  to 
Iraq.  The  proceeds  from  that  sale  have  been  placed  in  a  special 
fund  which  does  not  appear  in  the  accounts,  but  which  have  cer¬ 
tainly  helped  alleviate  the  need  for  outside  funding  in  1983. 

Net  private  direct  investment  will  show  a  steady  improvement 
during  the  period  1983-88,  reflecting  not  only  a  continued  growth 
in  che  oil  sector  but  also  a  steadily  rising  flow  of  capital  for 
private  sector  joint  ventures.  Western  non-oil  capital,  which 
has  amounted  to  lea^.  than  500  million  dollars  since  19”4,  will 
continue  tc  play  a  small  role  in  private  sector  investment.  J.S. 
or  v  .e  investments  in  Egypt  will  be  helped  by  the  signing  of  an 
’  ot’  -  nt  treaty  last  year  and  the  setting  up  of  an  Egypt  ian- 
'  e,  .in  Chamber  of  Commerce.  T’here  should  therefore  be  some 
i  - .ovement  on  the  150  million  dollars  of  private  U.S.  irr'es cment 
i  ~gypt.  Other  significant  foreign  capital  inflows,  both  offi¬ 
ce  and  private,  are  heavily  predicated  on  a  formal  reapproach 
ment  with  the  Arab  oil  states. 

The  authorities  will  certainly  be  looking  for  concessional 
aid  to  reduce  part  of  the  balance  of  payments  deficits,  and  will 
act  more  concertedly  to  reduce  the  3.5  billion  dollars  backlog  in 
payments.  Disbursements  will  be-  higher  than  new  commitments,  and 
there  will  still  be  an  annual  1.1-1. 3  billion  dollar  net  inflow 
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of  official  funds  after  loan  repayments  over  the  next  five  years. 


The  cost  of  servicing  new  official  loans — currently  around 

6.5  percent — will  rise  and  maturity  rates  will  shorten  if  conces¬ 
sional  loans  cannot  be  found.  With  reserves  available  to  finance 

1.5  months  of  imports,  there  will  be  virtually  no  ability  to  run 
reserves  down  to  finance  the  deficit,  so  the  government  will  be 
th.row.i  increasingly  on  commercial  markels  for  funding. 

Egypt  can  currently  borrow  at  5-£  percent  above  the  London 
Interbank  Overseas  Rate  (LIBORs  ,  and  has  barely  tapper  the 
Euromarket.  Egypt  will  also  make  maximum  use  of  supplier 
itia  h  Hcweves  ,  the  sharp  ris  *  in  the  use  of  supplier  credits 
■  '.'-82  will  not  be  repeated  in  the  current  year  and  will  only 

tc  -  d  cowards  the  end  of  the  forecast  period  (198?.  —  88)  , 

: .  rip^rts  pick  up  again.  Eoypt  could  also  negotiate  a 
■u  -term  credit  with  the  IMF,  indeed  may  be  forced  to,  but  the 
1  a ; y  and  subsidy  reforms,  particularly  with  regard  to  agri- 

culo  ral  products,  would  ikely  entail  political  consequences . 

Thes«=*  predictions  are  at  variance  with  the  o- facial  target  of 
limiting  the  rase  in  red. ’.up  *t  1  t  to  1  1  .  .  v  no  i  '  •  .•  e  r 

the  life  of  the  current  plan,  t**-*  --gb  the  util  i-.at  ion  of  existing 
unused  credits  and  encouragin';  foreign  exchange  earnings.  Egypt 
is  looking  tor  6  billion  dollars  m  new  loans  to  cover  an 
expected  foreign  exchange  gap  ni  1  mi  lion,  Vns  wr..,i<;  r  a  i  ae 
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the  official  debt  from  a  current  16  billion  dollars  to  19  billion 


against  the  Wharton  forecast  of  22  billion.  Including  private 
loans,  Wharton  predicts  the  total  debt  will  rise  from  17.5  bil¬ 
lion  dollars  to  nearly  27  billion  dollars.  Far  from  the  debt 
service  to  export  ratio  coming  down  from  17.5  precent  to  15.5 
percent  as  envisaged  in  the  plan,  it  will  probably  rise  to  over 
20  percent. 

The  U.S.  Government  portion  of  Egypt's  foreign  debt  service 
burden  will  be  20-25  percent  in  !9a3.  If  no  new  foreign  loans 
ore  obtained,  the  U.S.  share  of  debt  service  will  increase 
stead. ly  to  37.4  percent  in  1988.  ~  a  .989,  there  will  be  a  sharp 

incie.v  to  47  ’  percent  due  tc  the  beginning  of  principal  pay- 
..  ni  s  co  cer.-tin  FMS  loans  in  that  year.  With  a  growing  popula- 
,  l.  Teasing  trade  defir.  ts,  a  growing  military  budget  (from 
•  lion  oounds  in  198^-32  to  l."74  billion  in  1982-83),  and 

/  wo.)d  oil  prices  (Egypt  is  a  net  exporter),  Egypt  will 
~  ri'  ice  serious  debt  service  r^'-'blems  by  1987.  Given  the 
;luct  ace  of  international  lenders,  for  example  the  World  Bank, 
be  ex rend  new  low  interest  credit  to  Egypt,  the  U.S.  will  likely 
remain  a  major  Egyptian  creditor. 

In  FY  1983,  U.S.  FMS  loans  will  account  for  about  13.8  per¬ 
cent  of  Egypt's  total  foreign  debt  service  burden.  If  no  new 
foreign  loans  are  obtained,  the  percentage  will  grow  steadily  to 
28.3  percent  in  1988,  and  will  increase  sharply  to  33.0  percent 


in  1989.  It  is  clear  the  FMS  debt  service  accounts  for  the 
majority  of  Egyptian  debt  service  accruing  to  the  U.S.,  and  it 
accounts  for  a  significant  portion  of  total  current  debt  service. 
Given  the  problems  that  Egypt  will  continue  to  have  in  obtaining 
foreign  credits  over  the  period  1982-88,  U.S.  FMS  debt  service 
will  likely  increase  as  a  share  of  Egypt's  total  debt  service 
burden.  Details  on  Egyptian  debt  service  are  provided  in  Table 
6. 

As  previously  indicated,  Egypt's  debt  service  ratio  will  rise 
from  its  current  17.5  percent  ■ eve! .  Exports  will  be  aided  some¬ 
what  by  the  falling  value  of  the  Egyptian  pound  in  terms  of  dol¬ 
lars  (r  percent  decline  per  year  through  1988) ,  but  even  so,  the 

debt  tcr"ice  ratio  will  likely  exceed  20  percent  by  1987-88,  if 

2  6 

'-■irr.nt  trends  continue. 
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IMP 

1911 

19(1 

1993 

1914 

199$ 

irn 

1917 

1988 

Gross  Fixed  Investment 

4.0 

4.7 

5.5 

6.4 

7.4 

8.6 

10.0 

11.6 

13.4 

Percent  Change 

21.2 

17.5 

17.0 

16.4 

16.6 

16.2 

16.3 

16.0 

15.5 

Government  Expenditure 

2.5 

3.2 

4.1 

5.1 

6.4 

8.1 

10.2 

12.9 

16.3 

Percent  Change 

19.1 

28.0 

28.1 

24.4 

25.5 

26.6 

25.9 

26.5 

26.4 

Private  Consumption 

10.3 

13.9 

17.4 

21.2 

25.9 
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18  5 

47.5 

570 

Percent  Change 

19.8 

35.0 

25.2 

21  8 

22.0 

22  0 

22.0 

23.1 

20.0 

Exports 

4.3 

4.5 

4.s 

4.2 

4.7 

6.2 

5.8 

6.9 

8.2 

Percent  Change 

30.3 

4.7 

-2  2 

-4.5 

11.9 

10.6 

!'  5 

19.0 

19. .1 

Increase  ui  Stocks 

1.1 

1.0 

0.2 

0.1 

3.1 

•5.6 

1.6 

2.0 

*> 

L  .  «. 

Imports 

6.2 

8.4 

8.5 

8.6 

9.1 

9.8 

in. 9 

11.7 

12. 7 

Percent  Change 

17.0 

35  5 

1.2 

1.2 

5.8 

7.7 

19  2 

8.3 

8.5 

GDP 

16.0 

18  9 

23.1 

28.4 

35  4 

44  3 

55.4 

69.2 

84. a 

Percent  Change 

26  0 

'8.1 

27  2 

27  9 

24.6 

25.1 

25.1 

24.9 

22.0 

Source:  International  Monetary  Fund,  International  Financla; 

Statistics,  Auquat  1983  )  and  Wharton  estimates . 
Figures  may  not  add  due  to  .oundtng. 


TABLE  7 

EGYPT.  GDP  and  Major  Components,  Calendar  Years 

(Billions  o*  curren‘  Egypt-  j\  pounds) 
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THE  FORECAST  FOR  EL  SALVADOR 


El  Salvador's  economy  declined  for  the  fourth  consecutive 
year  in  1982,  leaving  its  real  GDP  25  percent  less  than  in  1978, 
the  last  year  of  relative  stability.  Armed  conflict  has  dis¬ 
rupted  economic  activity  and  destroyed  productive  capacity, 
undermining  investor  and  creditor  confidence  both  domestically 
and  abroad.  External  .'actors  have  exacerbated  the  internal  prob¬ 
lems.  Worldwide  recession  and  inflat’on,  economic  and  political 
crisis  in  Central  America,  and  the  simultaneous  rise  in  the  price 
of  oil  imports  and  decline  in  prices  c-f  major  exports  have  dealt 
the  El  Salvadorian  economy  multiple  blows. 

por  nearly  thircy  years  prior  to  1979  the  economy  of  El  Sal- 


va-3!'  qrew  ac 

an  annual  rate 

f  L  percent  per 

year 

.  This 

l,  '  .  Upe  into 

an  averac  j  ant  cal 

v ate  of  2  percent 

per 

capita. 

•'  T  /"ell  by  an  estimated  .5  percent  in  1979,  9.6  percent  in 
<80,  9.8  percent  in  1*81,  anr  5.5  percent  in  1982.  The  growth 
i.  unemployment  has  paralleled  he  economic  decline.  Although 
on_y  rough  statistics  are  available,  an  unempl^  nt  rate  of  12 
perce-t  was  estimated  for  1991  and  i‘(-  per  ctr:':  r  >6  2, 

Consumer  pt  ice  increases  acc*v :  -tad  ft  err.  -it  u  *'-*<;  12.5 

percent  per  year  in  1977  and  1978  to  15  percent  for  1979  and 
1980.  Consumer  prices  were  constrained  to  an  11.5  percent 
increase  in  1981,  as  a  result  of  wage  and  price  controls  and  a 
tightening  of  monetary  and  fiscal,  policies. 


’  • 


The  decline  in  economic  activity  has  been  broadly  based. 
Gross  private  and  fixed  investment  fell  from  a  high  of  23  percent 
of  GDP  in  1978  to  11  percent  in  1982.  as  investor  confidence 
eroded.  Agricultural  output,  which  represents  one-fourth  of  GDP 
and  over  half  of  the  country's  employment,  has  been  adversely 
affected  by  a  number  of  factors  Coffee  production  has  been 
crinpled  net  only  by  world  market  conditions,  but  alsc  by  uncer¬ 
tainties  about  future  land  owneiship  and  a  spread  of  coffee  rust, 
disease.  Guerilla  attacks  and  adi us cments  to  land  reforms  have 
l  id  i.idl.r  impacts  on  co  ton  md  sugar  production.  Finally, 

•  c..oht  conditions  foi  \owt  .1  by  tor  ential  re  ins  raised  further 
h  .  .k  wi  ,..i,  tas  c  crops  such  ss  com,  rice  and  beans  in  1982. 

I.  nc, act  ring,  constru-cion  ar d  commerce  have  been  adversely 
i'.  c cj  by  similar  external  ani  internal  factors.  Production  in 
hose  .  hree  sectors  fell  by  3G  percent  between  1978  and  1981. 

I  economic  conditions  in  general  have  combined  with  scarcity 
of  foreign  exchange,  sabotage,  and  lack  of  security  in  crippling 
t her.e  factors.  The  U.S.  Embassy  estimated  that  interruption  of 
e.'.rtric  power  generation  alone  caused  more  than  50  million  dol¬ 
lars  in  lost  production  in  1982. 

The  performance  of  the  El  Salvadoran  external  sector  paral¬ 
lels  that  of  the  domestic  scene.  Although  deficits  in  the 


current  account  began  in  the  1960s,  their  annual  average  was  2 
percent  of  GDP  and  they  were  easily  accommodated  through  capital 


inflows.  The  sharp  deterioration  in  the  terms  of  trade  beginning 
in  1978  coincided  with  the  social  unrest  and  productive  capacity 
disruptions,  suspension  of  commercial  foreign  credit  facilities, 
and  sizable  capital  outflows.  The  current  account  and  balance- 
of-payment  deficit  of  132  million  dollars  in  1981  was  financed  by 
a  107  million  dollar  reduction  in  net  official  international 
reserves  and  an  additional  accumulation  of  25  million  dollars  in 
payments  arrears. 

Foreign  official  financing  expanded  45  percent  in  ,982; 
nevertheless,  a  severe  foreign  exchange  shortage  continues.  The 
IT . S .  increased  its  assistance  from  100  million  dollars  in  1981  to 
nea-ly  nillior.  in  1932.  Jin  IMF  agreement  in  July  1982 

pledgee  85  million  dollars  in  corroined  3tandby/C''mpensatory  Fund 
7ac-  ty  loans  for  ’982  .  •  egar .  v  export  and  private  capital 
o  er ...-  have  nearly  oft.->t  increases  n  foreign  official  and 
;  ■  '  »te  capita  trends  ,,ave  neat  y  off  .at  increases  in  foreign 
o  licial  funding,  y.  ever  . 
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sugar  exports,  was  aimed  at  redistribution  surpluses  and  develop¬ 
ing  a  dynamic  manufacturing  sector  aimed  at  nonregional  external 
markets.  Prices  of  rice,  beans,  sugar,  corn,  medical  services 
and  medicine,  and  educational  services  were  frozen  in  January 
1981.  Typical  shortages  accompanied  those  goods  where  compliance 
was  widespread  and  such  edicts  were  largely  ignored  in  cases  of 
basic  foods  and  educaticnal  services.  These  far-reaching  reforms 
have  inadvertently  compounded  the  country's  economic  difficul¬ 
ties.  T'he  junta  began  playing  a  major  ro.t  in  the  economy  in 
other  ways,  such  as  the  major  expenditures  programs  of  the 
National  Emergency  Plan  of  1980.  In  1981,  the  government  didn't 
completely  abandon  the  plan,  but  it  did  launch  an  austerity  pro¬ 
gram,  In  1980  and  1981,  the  public  sector  for  the  first  time, 
contributed  more  than  one-half  of  fixed  investment.  The  public 
sector  deficit  increased  from  an  average  of  less  than  one  percent 
of  GDP  in  preceding  years  to  6  percent  in  1980,  8.6  percent  in 
1°81,  and  7.5  percent  in  1982.  Additional  details  on  El 
.Salvador's  public  debt  are  provided  in  Table  9.  An  unfortunate 
outgronch  of  the  government's  new  economic  activism  has  been  a 
private  sector  more  distrustful  of  the  government  and  less  wil- 


Department  of  Defense,  U.S.  Treasury,  June  198.' 


THE  FORECAST  FOR  HONDURAS 


Honduras  is  the  least  developed  of  all  Central  American 
countries,  and  one  of  the  poorest  in  the  Western  Hemisphere.  In 
1982,  its  GNP  was  1.5  billion  dollars,  down  1.5  percent  from  the 
previous  year.  GNP  is  expected  to  grow  about  1  percent  or  less 
in  1983.  Below  world  average  growth  rates  are  expected  for  the 
period  1984-88  . 

In  J974,  the  Government  of  Honduras  embarked  on  an  ambftiojs 
rive-year  development  plan,  the  primary  objectives  of  which  were 
to  integrate  the  r  :rai  Door  into  the  national  economy  and  sub¬ 
stantially  increase  social  services  in  rural  areas.  The  plan  was 
relatively  successful  despite  inplementat  ion  problems.  The 
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change  significantly  over  the  period  1984-88. 


Imports  were  valued  at  956  million  dollars  in  1930  ana  1087 
million  in  1981,  consisting  primarily  of  petroleum  products, 
basic  food  grains,  and  machinery.  Major  trading  partners  for 
imports  are  the  U.S,,  Venezuela,  Guatemala,  Japan,  and  Costa 
Rica.  imports  exceeded  exports  by  121  million  dollars  in  1980, 
up  cro,.i  a  deficit  27  million  in  1979  The  deficit  was  an  e-en 
1  ret  29  million  in  1981.  Fee  tv a  future  the  deficit  should 
t  cre<  -e  sot  what  due  to  lower  pi'ces  for  petroleum  imports  and  a 
c  ■  >r;  :.y  l  ■/' reaped  world  demand  for  oananan,  coffee,  and  wood. 

L’  ndu  consistently  ran  current  account  deficits  in  1578 
.r  llion  dollars!  ,  .7  9  79  (19 2  million)  and  1980  (320  million} 

">  Q 

A  a  fic  ■  Iso  occur -ed  in  1582  and  one  is  expected  in  1983.' 

Gxiernal  public  debt  service  now  accounts  for  over  12.5  per¬ 
cent  of  GDP,  and  the  percentage  is  growing.  By  1982,  major  cred¬ 
itors  included  multilateral  banks  (over  1  billion  dollars), 
private  financial  institutions  1971  million),  and  bilateral  loans 
f389  million).  U.S.  Government  assistance  obligations  in  1982 

(loans  and  grants)  amount  to  112  million,  up  from  45  million  in 
29 

1981.  Debt  service  ratios  grew  steadily  in  the  decade  of  the 

1970s  to  12.6  percent  in  1979.  The  ratio  was  down  to  9.9  percent 
in  1980,  but  continued  its  upward  trend  in  1981,  82,  and  83. 


P-2 


By  February  of  1980,  the  Government  of  Honduras  had  drawn  16 
million  dollars  in  Special  Drawing  Rights  (SDRs)  from  the  Inter¬ 
national  Monetary  Fund  (IMF)  ,  wnich  was  the  maximum  allowable 
prior  to  July  1980.  After  that  date,  the  IMF  interrupted  dis¬ 
bursements  for  a  number  of  reasons,  the  most  notable  among  these 
was  an  increase  in  Honduran  Central  Bank  credit  to  the  Government 
of  Honduras  at  a  rate  exceeding  the  agreed-upon  levels. 

According  to  the  U.S.  Embassy  in  Honduras,  it  is  difficult  to 
produce  accurate  and  timely  data  measuring  the  impact  of  the  IMF 
program  on  basic  -  .man  needs  in  Honduras.  In  general,  Honduras 
experienced  a  sharp  downturn  in  growth  in  1982,  largely  due  to  a 
r- umber  >f  xogenous  factor s--high  petroleum  costs,  the  need  to 
i  npc.  .  ‘asic  grains,  and  reduced  investor  confidence.  However, 

.  u  -•  bi.sy  believes  the1-  the  IMF  borrowings  braked  the  decline- 
'n.  anted  e  ^-vi  situation  from  becoming  worse.  IMF  financing 
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public  debt  service  in  1983.  If  no  new  loans  are  made,  this 
share  will  grow  to  about  10.3  percent  in  1988.  Details  are  pro¬ 
vided  in  Table  10. 

In  FY  1983,  U.S.  FMS  loans  will  account  for  about  0.45  per¬ 
cent  of  total  Honduran  external  public  debt  service.  However,  as 
grace  periods  on  loans  expire,  the  FMS  share  will  grow  to  5.3 
percent  in  1988,  if  no  new  loans  are  made.  Again,  details  are 
provided  in  Table  10. 

v-’orecasts  of  major  economic  and  balance-of-payments  indica¬ 
tors  fo*:  the  period  1983-88  are  not  available  for  Honduras.  How¬ 
ever,  Table  11  provides  recent  historical  data  for  certain  indi¬ 
cators.  In  general,  the  available  data  and  regional  forecasts 
for  Central  America  suggest  that  continued  modest  growth  for 
export  commodities  and  rising  prices  for  imports  after  1984  will 
result  in  continual  pressure  for  Honduras  to  increase  its  exter¬ 
nal  debt  burden.  Honduras  will  experience  very  modest  GDP  growth 
over  the  period  1984-88,  and  will  experience  increasing  diffi¬ 
culty  in  managing  its  external  debt  service.  ^ 


THE  FORECAST  FOR  INDONESIA 


The  prolonged  worldwide  recession  and  the  resultant 
depressed  commodity  prices,  particularly  for  oil,  has  exacerbated 
both  the  downturn  in  Indonesian  economic  activity  and  the  pro¬ 
gressive  weakening  of  its  external  accounts  position.  In  1982, 
the  current  account  deficit  was  a  record  6.56  billion  dollars, 
and  deficits  are  expected  to  continue  during  the  1982-88  time 
frame.  Domestically,  the  fall  of  export  commodity  prices  has 
adversely  affected  Indonesian  real  incomes.  Indonesia  has  also 
experienced  a  prolonged  severe  drought  which  has  further 
depressed  real  incomes,  par  etc ala civ  for  the  60  percent  of  the 
worK  force  in  the  agricultural  sector 

The  short-term  forecast  indicates  that  the  Indonesian  CDP 
v.  l  1 .1  only  grow  abo.it  4  to  5  percent  during  1983.  Inflation  will 
almost  certainly  rise  in  1983  as  a  result  of  the  total  decontrol 
of  food  prices,  a  40  percent  rise  in  administered  domestic  fuel 
prices,  and  high  import  prices.  Expected  inflation  (consumer 
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1984,  when  expected  increases  in  the  world  demand  for  oil  will 
begin  to  affect  Indonesia's  oil  exports. 

Imports,  constrained  by  higher  prices  for  manufactured  goods 
and  government-imposed  import  barriers,  will  rise  only  about  3  to 
4  percent  in  1983,  compared  to  a  9  percent  rise  in  1982.  Thus, 
the  1983  trade  surplus  will  be  about  2.1  billion  dollars,  and  the 
current  account  deficit  should  improve  to  5.7  billion  dollars, 
compared  to  6.5  billion  in  1982. 

Over  the  pericd  1984-88,  the  prospects  are  somewhat  brighter. 
vlUi*  /ill  jiow  at  an  average  annual  rate  of  5  to  6  percent.  Oil 
exports  will  begin  to  rise  in  1984,  predicated  on  an  expecte'-’. 
increase  in  worldwide  oil  demand.  Sharp  improvements  in  nor.-oil. 
exports  and  sustained  increases  in  government  spending  for 
development  will  aid  the  rebound  beyond  1984. 

Indonesia's  exchange  reserves  will  decline  by  approximately 
6CC-l,2f’0  million  dollars  in  1983,  although  expected  depreciation 
of  the  rupiah  will  slow  this  drawdown  somewhat.  By  year-end 
1983,  reserves  are  expected  to  be  at  a  very  low  level.  However, 
the  government  may  allow  its  reserves  to  become  extremely  low  in 
anticipation  of  a  recovery  in  exports  beginning  in  1984. 

Reflecting  the  desire  to  restore  foreign  creditor  confidence 
with  regard  to  future  debt  service  payments,  the  Indonesian 
government  budget  for  1983-84  reflects  the  lowest  increase  in 


expenditures  in  eight  years.  Compared  to  the  previous  year, 
government  expenditures  will  increase  by  only  6.1  percent.  As 
previously  mentioned,  the  government  has  totally  eliminated  food 
subsidies,  raised  domestic  fuel  prices,  and  in  addition,  cut  back 
in  development  spending. 

Indonesia's  economy  is  highly  sensitive  to  world  oil  prices. 
Government  revenue  projections  for  the  1983-84  budget  are  based 
on  a  34  dollar  per  barrel  oil  price  and  an  average  production 
level  of  1.4  billion  barrels  a  day.  Given  the  strong  likelihood 
of  a  world  benchmark  oil  price  of  less  than  29  dollars  per  bar¬ 
rel,  Indonesia's  planned  government  expenditures  for  1983-88  may 
have  to  be  reduce  even  further  to  be  consistent  with  lower  than 
expected  revenues. 

Lower  world  cil  p. ices  nd  subsequent  lower  government  reve¬ 
nues  will  have  a  dampening  <ffect  on  Indonesia's  GDP,  growth  m 
the  or!  sector,  and  ir  manufacturing,  construction,  utilities, 
and  services .  Also  if  njoher  aov  i.-nroont  defi  due  to  lower 
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At  6  percent  of  GLP ,  the  i'rb  current  account  de  t  J  c  i  t  will 


require  add  j  1 1  or.->l  slur!-  and  lone  -<  :rm  foreign  i  mane  i  eg  .  Mor- 


gan  Guaranty  Trust  is  presently  organizing  a  1.0  billion  dollar 
syndicated  bank  loan,  while  the  U.S.  Ex-Im  Bank  has  offered  700 
million  dollars  in  specific  project  aid.  The  terms  of  the  1.0 
billion  dollar  loan  are  more  expensive  than  Indonesia  is  used 
to--an  eight-year,  rather  than  a  10-year  maturity,  and  0.5  per¬ 
cent  above  the  London  Interbank  Overseas  Rate  (LIBOR) ,  rather 
than  the  usual  0.375  percent  above  LIBOR.  Also,  a  part  of  the 
loan  is  tied  to  the  U.S.  prime  rate,  which  is  expected  to 
increase  during  1984.  However,  there  is  s.:arp  competition  for 
tne  loan's  management,  suggesting  that  Indonesia  should  be  able 
co  cont-  mne  to  secure  funds  in  the  immediate  future. 

The  U.S.  Government  pOLcior,  of  the  Indonesian  foreign  public 
tie':.  sr  vice  burden  is  relatively  i.,all.^  Total  d.S.  Government 
as  Jiutar-oe  loans,  including  FMS  AiD,  E>-Im  Bank,  Export  credit, 
and  L--480  ’/ill  amount  to  about  7  c  percent  of  total  Indonesian 
p.blic  cet c  service  in  1583.  If  no  new  loans  are  obtained,  debt 
.-nnice  to  the  U.S.  Government  will  grow  to  about  9.4  percent  in 
1.84  and  will  decline  thereafter,  reaching  2.9  percent  in  1Q88. 
If  we  consider  both  public  and  private  Indonesian  debt  service, 
the  U.S.  Government  share  is  even  smaller.  Details  on  debt  ser¬ 
vice  and  other  economic  indicators  are  provided  in  Tables  12 
through  16. 

In  FY  1983,  U.S.  FMS  loans  will  amount  to  about  1.5  percent 
of  the  Indonesian  foreign  debt  service  burden.  If  no  new  U.S. 


FMS  loans  are  made,  this  percentage  will  decline  steadily,  reach¬ 
ing  .4  percent  in  1988. 

Forecasted  debt  service  ratios  are  provided  in  Table  15.  The 
ratio  drops  from  12.0  percent  in  1983  to  about  11.8  percent  in 
1985,  and  then  increases  to  about  14,0  percent  in  1988.  These 
forecasts  are  contingent  upon  the  forecasted  growth  in  the 
Indonesian  economy  which,  in  turn,  is  highly  sensitive  to  antici¬ 
pated  growth  in  oil  exports  after  1984.  If  Indonesian  oil 
exports  do  not  grow  and  if  world  oil  prices  do  not  stay  above  25 
dollars  per  barrel,  the  Indonesian  Government  will  likely  have  to 

increase  its  foreign  borrowings  to  make  up  for  less  than  expected 
32 
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THE  FORECAST  FOR  ISRAEL 


For  the  first  time  since  1953,  Israeli  economy  failed  to 
record  any  real  growth  during  1982.  This  was  in  contrast  to  a 
4.2  percent  increase  in  real  GDP  in  1981  and  a  2.7  percent 
increase  in  1980.  Available  production  statistics  for  1983  indi¬ 
cate  a  continued  period  of  stagnation.  Prices  are  currently  ris¬ 
ing  at  a  150  percent  rate  surpassing  the  1982  rate  of  131.5  per¬ 
cent.  Prices  rose  101.5  percent  in  1981  and  at  a  record-breaking 
132.9  percent  in  1980.  A  major  factor  in  this  yearns  inflation 
has  been  higher  costs  of  fruit  and  vegetables  as  a  result  of  the 
harsh  winter  weather.  Higher  real  labor  costs  resulting  from  the 
January  wage  agreements  have  also  exerted  cost-push  inflation 
pressures.  The  managed  unemployment  rate  of  5  percent  in  1982 
has  been  the  most  widely  touted  aspect  of  the  Israeli  economy. 
The  finance  ministry  has  been  citing  an  unemployment  rate  of  3.6 
percent  in  recent  months.  While  this  rate  seems  inconsistent 
with  production  figures,  it  is  a  possible  response  to  expecta¬ 
tions  regarding  the  general  upturn  in  the  economies  of  Western 
Europe  and  the  U.S. 

During  1982.  domestic  defense  consumption  rose  by  more  than 
13  percent  in  real  terms  due  primarily  to  the  invasion  of 
Lebanon.  Overall  government  consumption  fell  by  3  percent.  Per¬ 
sonal  consumption  increased  by  6.8  percent  and  investment 
rebounded  after  two  years  of  negative  growth  to  grow  by  6  per- 


cent.  Perhaps  the  best  demand  news  was  that  plant  and  equipment 
expenditures  increased  for  the  first  time  since  1975.  This  may 
have  been  a  result  of  a  change  in  tax  laws.  The  stagnant  capital 
stock  base  of  Israel  has  been  a  constraining  factor  on  her 
economic  performance.  Real  gross  domestic  capital  formation  is 
estimated  to  have  been  5  percent  lower  in  1982  than  in  1971, 
while  real  private  consumption  expenditures  were  83  percent 
higher  and  real  government  consumption  expenditures  were  44  per¬ 
cent  higher.  Preliminary  data  f c r  1983  suggest  investment  in 
general  is  up  primarily  in  equipment  but  not  plant  construction 
or  housing.  Finance,  trade  and  services  account  for  a  third  of 
the  nation's  business  GDP.  Industry  mining  and  quarrying 
represent  30  percent  followed  by  transportation  and  communica¬ 
tions  at  14  percent  and  agricultural  and  agricultural-related  at 
1C  percent. 

The  external  sector  accounted  for  a  considerable  portion  of 
i-rae's  dismal  economic  performance  in  1982.  Exports  fell  in 
eal  terms  by  5  precent  while  imports  continued  to  increase  at  a 
late  of  8  percent.  The  Israeli  trade  deficit  rose  by  23  percent 
during  the  first  six  months  of  the  year.  Again,  exports  have 
fallen  by  6  percent  and  imports  rose  by  4  percent.  The  trade 
deficit  for  the  first  half  of  1983  is  estimated  to  be  1.68  bil¬ 
lion  dollars  compared  to  1.36  billion  dollars  in  1982.  It  may 
run  as  high  as  3.5  billion  for  the  entire  year.  Sizeable 
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declines  in  agricultural  exports  led  this  trend.  Industrial 
exports,  which  had  been  experiencing  strong  growth,  declined  by  5 
percent  over  the  same  period  in  1982.  Metals,  machinery,  and 
electronic  sector  declines  overwhelmed  increases  in  the  minerals, 
diamonds  and  miscellaneous  sectors.  Industrial  exports  have  been 
one  of  the  leading  sectors  and  are  vital  to  the  long-run  extended 
health  of  Israel. 


The  continued  strength  of  the  dollar  relative  to  European 
currencies  continues  to  hold  down  the  nominal  value  of  Israeli 
exports.  The  Israeli  policy  of  slowing  the  depreciation  of  the 
shekel  has  also  been  a  contributing  factor.  Imports  have  been 
led  by  a  sizeable  increase  of  27  percent  in  consumer  imports  dur¬ 
ing  the  first  half  of  1983.  Regarding  the  services  balance,  a 
preliminary  estimate  of  3  percent  over  the  1982  levels  for  tour¬ 
ism  is  suggested;  however,  1982  tourism  was  well  below  1981  lev¬ 
els.  Israel's  current  account  deficit  as  a  percentage  of  GNP  has 
risen  from  12.6  percent  in  1977  to  17.3  percent  in  1982.  Prelim¬ 
inary  estimates  by  tne  Bank  of  Israel  include  ?>.  increase  of  300 
million  dollars  in  the  current  account  deficit  to  a  level  of  3 
billion  for  1983.  Debt  service  a.j  a  peroar  •  ' of  cur  Lent 
exports  has  increased  from  19.8  percent  in  l^BO  to  23.7  percent 
in  1982.  Similar  figures  are  expected  for  1983. 


Government-  officials  in  Israel  are  constrained  in  using  con¬ 
ventional  fiscal  and  monetary  policies  since  three-fifths  of  the 
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Israeli  budget  is  obligated  to  defense  and  debt  servicing. 
Twenty-five  to  30  percent  of  Israel's  total  budget  goes  for 
defense  outlays.  This,  as  well  as  the  legally  mandated  debt  ser¬ 
vicing,  is  nearly  impossible  to  trim;  however,  the  Israeli 
cabinet  recently  approved  a  16  billion-shekel  reduction  in 
current  and  future  defense  budgets,  8.5  during  FY  1983  and  3.75 
in  FY  1984  and  FY  1985.  In  December  1983,  the  U.S.  Government 
was  approached  to  offset  these  reductions.  Press  reports  suggest 
total  "cuts"  of  upwards  to  40  billion  shekels  are  expected. 
Actually  new  or  increased  taxes  are  appearing  as  opposed  to 
actual  cuts  in  programs.  Press  reports  are  suggesting  the 
overall  fiscal  impact  to  be  a  reduction  in  the  budget  deficit  of 
30  billion  shekels.  Actual  results  of  the  budgetary  debates  are 
not  yet  clear,  but  a  10  percent  reduction  in  the  overall  operat¬ 
ing  budget  has  been  suggested. 

Monetary  policy  in  Israel  is  essentially  non-existent, 
■sraeii  law  requires  that  the  Bank  of  Israel  fund  the  budget 
deficit  by  printing  money.  The  central  bank  therefore  cannot 
effectively  control  the  money  supply.  Furthermore,  Israelis  hold 
a  broad  range  of  very  liquid  financial  assets.  The  fight  against 
inflation  is  also  hampered  by  the  fact  that  a  cardinal  rule  of 
Israeli  economic  policy  is  that  unemployment  is  not  tolerated. 
Unemployment  in  Israel  is  more  than  a  political  issue  but  also 
has  deep  moral  roots  since  the  state  is  built  on  the  immigration 
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of  Jews  from  around  the  world.  The  complex  linkage  system  of 
indexing  prices  and  wages  is  very  embedded  in  the  Israeli  system. 
While  this  system  provides  some  protection  to  the  majority  of 
Israeli  citizens  from  the  pain  of  inflation,  it  also  hinders  the 
ability  of  policy  makers  to  combat  inflation. 

Total  U.S.  Government  assistance  loans,  including  FMS,  AID, 
Ex-Im  Bank,  Export  Credit,  and  PL-480,  will  amount  to  about  65.7 
percent  of  total  Israeli  external  public  debt  in  FY  1983.  In  FY 
1983,  U.S.  FMS  loans  will  be  about  53.7  percent  of  Israeli 
external  public  debt.  Details  are  provided  in  Table  17. 

Early  1983  information  suggests  little  improvement  in 
Israel's  overall  economic  activity.  As  exports  continue  to 
drc. 'ne  are  imports  continue  to  increase,  the  balance  of  payments 
deficit  will  worsen  Despite  the  balance-of-payments  situation 
a r d  i.  .ise.t  ed  capital  markets,  Israel's  access  to  international 
tor rowing  does  not  appear  to  be  weakening.  Inflation  continues 
'  o  be  a  problem  despite  apparent  efforts  to  improve  the 
jover nment's  budgetary  deficit.  Israel  has  turned  to  the  U.S. 
for  increased  economic  assistance'  and  greater  roncess  ional  i  ty  for 
FMS  loans  as  methods  for  easing  her  economic  woes . J 
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THE  FORECAST  FOR  LIBERIA 


Liberia  has  suffered  from  structural  difficulties  since  1974 
as  a  result  of  sluggish  world  demand  for  its  major  exports  and 
rising  internal  production  costs  that  reflect  the  energy  inten¬ 
siveness  of  its  mining  industry.  Moreover,  the  Liberian  Govern¬ 
ment  has  had  difficulty  financing  its  budget  deficits  in  recent 
years,  as  its  ability  to  increase  domestic  revenues  has  not  kept 
pace  with  rapidly  growing  expenditures,  which  in  1978/79  included 
extraordinary  costs  associated  with  the  Organization  of  African 
Unity  Summit  meeting.  Since  1980,  recurrent  expenditures  have 
risen  as  the  new  government  announced  a  number  of  economic  meas¬ 
ures,  including  salary  increases  for  the  lowest-paid  government 
employees.  Nevertheless,  the  budget  deficit,  which  has  been  as 
high  as  14  percent  of  GDP  in  1978/79,  declined  to  8  percent  of 
GDP  in  1980/81,  owing  in  large  part  tc  substantially  increased 
economic  assistance  from  the  United  States  and  other  donors. 
Political  disturbances  in  early  1979  and  the  revolution  of  April 
1980  led  to  a  substantial  net  outflow  of  capita.,  and  while  con¬ 
fidence  in  Liberia  .s  ..Tiproving,  th.  s  bar.  r-e*  y.--  led  to  any  sig¬ 
nificant  new  investment  in  the  country.  External  credit  sources 
remain  cautious  in  lending  tc  bold  public  an  '  r  cjiv  cc’Ct.'rs; 
this,  and  the  exhaustion  of  extern';]  assets  of  the  banking  sys¬ 
tem,  especially  the  National  Bank,  has  led  to  a  severe  credit 


After  increasing  for  a  number  of  years,  Liberia's  total 
recorded  exports  (including  re-exports)  declined  in  1981  as  earn¬ 
ings  from  rubber,  coffee  and  diamonds  turned  downward.  Recorded 
imports  also  declined,  but  by  a  lesser  amount.  This  reduction  in 
imports  is  attributed  to  a  depressed  economy  and  also  to  a  drop 
in  imports  of  crude  petroleum  and  products  arising  from  the 
uneven  arrival  of  shipments.  The  net  services  deficit  widened 
further,  partly  because  of  higher  interest  payments  on  the  exter¬ 
nal  debt. 

The  balance-of-payments  outlook  continues  to  be  uncertain. 
Exports  are  expected  to  increase  as  a  result  of  larger  shipments 
of  iron  ore  and  coffee,  while  imports  should  rise  because  of 
greater  confidence  in  the  economy  and  a  bunching  of  petroleum 
shipments.  Service  payments  will  continue  to  rise  as  interest 
payments  on  Liberia's  foreign  debt  increase,  while  net  receipts 
of  unrequired  transfers  will  remain  at  a  high  level  as  a  result 
of  the  maintenance  of  maritime  revenue  and  U.S.  economic  aid. 
Nevertheless,  the  current  account  deficit  is  expected  to  increase 
in  1983. 

In  spite  of  a  16  percent  increase  in  earnings  from  iron  ore, 
Liberia's  principal  export,  the  total  value  of  merchandise 
exports  declined  by  1  percent  in  1981  because  of  lower  earnings 
from  all  the  other  major  exports.  The  overall  shortfall  was  pri¬ 
marily  due  to  lower  prices,  but  lower  volumes  were  largely 


responsible  for  the  shortfall  in  earnings  from  wood  exports  and 
to  a  lesser  extent  for  the  shortfall  in  earnings  from  coffee. 
The  slump  in  the  European  timber  market  resulting  from  a  sharp 
downturn  in  the  construction  industry  was  the  main  case  of  the 
fall  in  the  volume  of  wood  exports.  The  shortfall  in  earnings 
from  coffee  was  caused  by  declining  world  coffee  prices  as  well 
as  by  a  fall  in  the  volume  of  exports  due  to  lower  domestic  pro¬ 
duction  and  a  reduction  in  the  inflow  of  coffee  for  re-export 
from  neighboring  countries.  Price  factors  were  entirely  respon¬ 
sible  for  the  shortfall  in  diamonds  and  largely  responsible  for 
that  in  rubber. 

Between  1976  and  1979,  official  debt  to  foreign  financial 
institutions  rose  from  10.5  million  U.S.  dollars  to  133.4  million 
dollars.  Over  the  same  period,  commercial  banks'  share  of  out¬ 
standing  official  external  debt  rose  from  a  negligible  proportion 
to  19  percent  of  the  total. 

Following  the  .iiternal  unrest  in  1979  and  1980,  business  con¬ 
fidence  waned  and  there  v as  substantial  -  ot  funds  abroad. 
At  the  same  time,  a  number  of  foreign  banks  froze  or  reduced 
their  credit  lines  to  Liberian  clients,  including  the  government. 
Attempts  at  controlling  capital  flight  proved  ineffective,  and  a 
severe  liquidity  squeeze  ensued.  Except  for  i  .  6  million  do]  Lars 
of  arrears  which  were  included  in  the  private  December  debt  rene¬ 
gotiation,  all  arrears  were  eliminated  in  FY  1981/82.  However, 
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during  the  second  half  of  1982  new  arrears  were  accumulated, 
mainly  on  payments  to  financial  institutions  which  had  partici¬ 
pated  in  refinancing  of  petroleum  imports. 

The  commercial  bank  debt  restructuring  provided  about  $13 
million  dollars  in  debt  relief  in  1981/82.  This  lowered  pro¬ 
jected  debt  service  from  17  percent  of  projected  exports  to  about 
13  percent. 

Liberia  has  concluded  two  reschedulings  with  its  Paris  Club 
creditors,  the  first  in  December  1980  and  the  second  in  December 
1901,  The  first  covered  90  percent  of  principal  and  interest  due 
between  July  1,  1980  and  December  31,  1981,  and  the  second  90 
percent  of  principal  and  interest  falling  due  between  January  1, 
1982  and  June  30,  1983.  The  first  loan  had  a  four-and-a-hal f - 
year  grace  period  and  a  nine-year  final  maturity,  while  the 
second  had  four  years'  grace  and  a  nine-year  final  maturity. 
Both  required  comparability  in  treatment  for  private  bank  debt 
c eschedul  ings  . 

Table  18  provides  a  current  picture  of  Liberia's  economy.  No 
forecasts  are  available,  but  Liberia  continues  to  suffer  most  of 
the  same  ills  as  most  LDCs.  Debt  service  on  existing  loans  is 
heavy  for  an  economy  of  Liberia's  size,  consuming  over  30  percent 
of  the  Gross  Domestic  Product.  FMS  loans  are  a  small,  but  still 
substantial  part  of  this  problem.  Table  19  gives  complete  debt 
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1977/78 
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1979/80 

1980/81 
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Financing 

72.4 
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87.9 
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-90.9 

Foreign  borrowing  (net) 

33.5 

134.4 

65.5 

60.2 

39.9 
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Amort l  ration 
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-21 .5 

-7.0 
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Domestic  borrowing  (net) 

38.9 

6.4 

22.4 

52  .5 
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42.1 

30.2 
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4.2 

1977 

1978 

1979 

1980 

1981 

Money  and  credit 

(In  millions  of 

dollars) 

Foreign  assets  (net) 

27.6 

-7.2 

-66.9 

-138.2 

-160.8 

Domestic  credit 

125.1 

202.8 

273.4 

279.3 

298.3 

Claims  on  Government  (net) 

12.4 

59.3 

89.1 

149.7 

190.5 

Claims  on  public  corporations 

1.6 

11.3 

38.0 

40.9 

33.1 

Claims  on  private  sector 

111  .1 

132.2 

146.3 

88.  7 

74.7 

Recorded  money  supply 

126.1 

15  3.9 

162.3 

115.8 

102.6 

(Annual 

rate  of 

change ) 

Domestic  credit 

27.0 

62.1 

34.8 

2.2 

6.8 

Claims  on  Government  (net) 

-1.6 

378.2 

50.3 

68.0 

27.3 

Claims  on  private  sector 

31.3 

19.0 

10.7 

-39.4 

-15.8 

Recorded  money  supply 

12.6 

22.0 

5.5 

-28.7 

-11.4 

Bal-nce  of  payments 

(In  millions  of 

dollars ) 

Current  account  deficit  (-) 

-134.3 

-15  5.6 

-132.5 

-101.4 

-79.3 

Trade  balance 

-26  a 

-9.6 

10.3 

49.7 

40  1 

Exports,  f.o-b. 

(447.4) 

(486.4) 

(536.6) 

(600.4) 

(529.2) 

Imports,  c.l.f . 

(-474.2) 

(-496.0) 

(-526.3) 

(-550.7) 

(-489.1) 

Services  (net) 

-110.8 

-14  5.7 

-145.5 

-157.8 

-157.  5 

Unrequited  transfers  (net) 

3  3 

-0.3 

2.7  ' 

6.7 

38.1 

Capital  movements  (net) 

14  3.1 

139.9 

100.3 

35.  0 

36.4 

Official 

-  42.7 

64.6 

114.3 

80.1 

44.0 

Private  (net).  Including 

errors  and  emissions 

100.4 

75.3 

-14.0 

-44.3 

-7.6 

Allocation  of  SDRs 

— 

— 

5.2 

5.0 

4.8 

Ov  rail  be* ..nee: 

8.8 

-15.7 

I 

K> 

'-d 

O 

-60.6 

-38.1 

Ccose  official  reeervee  (and 

of  peri>4) 

27.4 

18.0 

55.0 

4.1 

7.4 

Exttmil  pujJ  1c  4tbt  outiti(i4lDt  1/ 

(disbursed;  end  of  period) 

263.6 

343.5 

506.0 

592.6 

684.7 

TAb.-E  18  Cont. 
LIBERIA  -  SASIC  DATA 


THE  FORECAST  FOR  MOROCCO 


Morocco's  real  GDP  growth  fell  by  1.6  percent  in  1981  and 
grew  only  slightly  in  1982.  For  1983,  GDP  is  expected  to  grow 
only  about  3  percent.  Inflation  (CPI)  grew  from  12.5  percent  in 
1981  to  13.5  percent  in  1982,  but  it  is  expected  to  fall  to  11 
percent  in  1983  due  to  a  drop  in  the  growth  of  the  Moroccan  money 
supply  and  the  general  slowdown  in  worldwide  inflation  rates. 
The  two  major  foreign  exchange  earners,  tourism  and  workers'  rem¬ 
ittances,  have  been  reduced  somewhat  by  the  effect  of  a  weak  dir¬ 
ham  compared  to  the  U.S.  dollar.  Together  with  a  deterioration 
in  the  balance  of  trade  and  heavy  debt  service  requirements, 
Morocco's  current  account  deficit  was  1.8  billion  dollars  in 
1981,  2.2  billion  in  1982,  and  about  2.2  billion  for  1983. 

For  1984-87,  real  GDP  is  expected  to  grow  between  3  and  4 
percent  annually.  If  a  tight  monetary  policy  is  followed  and  if 
worldwide  inflation  rates  continue  to  moderate  as  expected, 
Morocco's  inflation  rate  is  expected  to  decline  to  about  9  per¬ 
cent  by  1987.  The  current  account  balance  will  remain  in  deficit 
by  about  2.2  mill)  , a  dollars  annually,  accentuating  the  debt  ser¬ 
vice  problem. 

This  somewhat  favorable  forecast  assumes  that  Morocco  will 
resolve  its  current  conflict  in  the  Western  Sahara  at  current 
levels  of  military  expenditure,  that  some  discipline  over  the 
widening  ba] ance-oi -trade  deficit  is  achieved  during  the  1984-85 


period,  and  that  the  relief  gained  from  the  past  Paris  Club 
rescheduling  will  allow  a  meaningful  decrease  in  debt  service 
burden.  Otherwise,  the  economic  future  of  Morocco  over  the 
period  1984-87  remains  dubious  at  best. 

Morocco  has  been  an  independent  nation  since  1956  and  a  con¬ 
stitutional  monarchy  since  1962.  In  1970,  Spain  ceded  its  Atlan¬ 
tic  enclave,  Ifni,  to  Morocco,  but  two  more  Spanish  enclaves  con¬ 
taining  Ceuta  and  Melilla  still  remain  under  Spanish  control.  In 
1976,  Moroccan  territory  was  increased  further  when  Morocco  and 
Mauritania  agreed  to  a  boundary  dividing  the  former  Spanish 
Sahara  between  them;  these  de  facto  annexations  were  not  recog¬ 
nized  in  international  law. 

In  early  1979,  Mauritania  signed  a  peace  treaty  with  the 
Popular  Front  for  the  Liberation  of  Saquia  el  Hamra  and  Rio  de 
Oro  (Polisario  Front) .  The  Polisario  Front  began  attacks  inside 
Morocco  in  January  1979.  Moroccan  troops  subsequently  occupied 
Mauritanian-controlled  Dakha.  Morocco  has  accused  Algeria  of 
instigating  Polisario  attacks  and  has  claimed  that  the  guerrillas 
are  Algerian-paid  mercenaries.  In  May  and  June  1979,  Morocco 
applied  diplomatic  pressure  on  Spain  to  moderate  its  policy 
favoring  self-determination  for  the  Western  Sahara.  In  June 
1979,  Morocco  formally  complained  to  the  U.N.  Security  Council 
about  Algerian  aggression,  and  in  July,  its  delegation  walked  out 
of  the  Organization  of  African  Unit's  summit  meeting  in  Monrovia, 


M-2 


Liberia,  to  protest  a  call  for  a  Saharan  cease-fire  and  referen¬ 
dum.  In  October  1979,  the  U.S.  Government  resumed  arms  supplies 
to  Morocco,  and  in  November,  Morocco  launched  a  major  military 
offensive  in  the  Sahara. 

On  the  economic  side,  Morocco's  mineral,  agricultural, 
hydroelectric  and  light  industrial  resources  are  far  from  negli¬ 
gible.  It  possesses  about  40  percent  of  the  world's  known  phos¬ 
phate  reserves  and  is  the  world's  second  largest  producer.  Other 
mineral  deposits  include  iron,  lead,  manganese,  zinc,  cobalt, 
copper,  and  silver.  Petroleum  reserves  in  the  Rharb  are  being 
rapidly  depleted,  necessitating  the  importation  of  most  of  the 
crude  oil  processed  by  Morocco's  two  refineries.  These 
refineries,  however,  provided  Morocco  with  96  percent  of  its 
domestic  petroleum  consumption  in  1982.  Domestic  coal  is  a  major 
source  of  fuel  for  the  nation's  power  plants.  However,  in  the 
mid-seventies,  only  about  one-half  of  the  nation's  hydroelectric 
potential  was  being  used.  Some  38.3  million  acres  of  land  are 
under  cultivation,  out  ii  tegular  harvests  and  poor  t  i  .1  <1  s  forced 
Morocco  to  import  a  large  percentage  of  certain  staple  ooa  pro¬ 
ducts  during  the  seventies  .  I  t  ♦- »  t  he  drought  -/e.*. :  :  9  7  9  •  8 1  , 
agricultural  production  has  show,  premise  of  substantia1,  growth. 
The  production  of  wheat  and  barley  doubled  in  1981-82  compared  to 
1980-81.  Sugar  crops  increased  ny  j . 9  percent,  citrus  production 
by  2.6  percent.  In  1982,  citrus  irmts  represented  40-43  percent 
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V 


I 

of  food  production  and  accounted  for  11  percent  of  total  exports. 

!  Total  exports  of  food  increased  by  6.1  percent  in  1982  compared 

to  1981,  due  primarily  to  a  spectacular  increase  in  the  export  of 
fish  (239  percent)  and  shellfish  (138)  percent.  However,  citrus 
^  exports  declined  in  1982  by  6.8  percent. 

Between  600  thousand  and  700  thousand  Moroccans  work  in 
industry,  mines,  or  handicrafts.  In  addition  to  food,  automobile 

i 

assembly  and  textiles  provide  surpluses  for  export.  The  ancient 
Moroccan  handicraft  products,  which  include  carpets,  hand-tooled 
leather,  and  intricate  metalwork  are  also  produced  in  sufficient 
quantity  for  export. 

The  production  of  minerals  dropped  by  11  percent  in  the  first 
half  of  1982,  due  primarily  to  a  drop  in  phosphate  production  of 
12.9  percent.  Anthracite  coal  and  copper  output  increased  by  5.7 
percent  and  166  percent,  respectively.  Mineral  exports  lost  over 
20  percent  in  value  in  1982  compared  with  1981.  However,  with 
the  general  improvement  in  the  world  economy,  mineral  exports  are 
expected  to  show  substantial  increases  over  the  period  1983-84, 
and  a  sustained  annual  growth  of  about  3-5  percent  for  the  period 
1984-87. 

The  annual  per  capita  consumption  of  energy  in  Morocco  is 
about  20  percent  lower  than  the  world  average.  About  85  percent 
of  consumption  is  accounted  for  by  industry  and  agriculture, 
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including  industrial  transportation.  Without  substantial  infras¬ 
tructure  development  and  a  rise  in  per  capita  domestic  incomes 
(less  than  100  dollars  per  year) ,  energy  consumption  is  likely  to 
remain  primarily  industrial. 

Responding  to  increases  in  world  oil  prices  during  the  decade 
of  the  seventies,  the  Moroccan  Government  increased  its  admin¬ 
istered  domestic  petroleum  product  prices  5-7  percent  in  1981-82. 
As  a  result,  domestic  consumption  increased  only  1  percent  in 
1981  compared  to  an  average  annual  rate  of  9  percent  in  1979  and 
1980.  In  particular,  domestic  gasoline  consumption  decreased  by 
13  percent  in  1981,  to  a  level  equal  to  1972  consumption.  Lower 
world  oil  prices  in  1982  and  1983  will  undoubtedly  improve  the 
balance  of  trade  on  the  import  side,  and  may  cause  consumption  to 
increase  in  1984,  if  the  government  eases  its  petroleum  product 
price  levels. 

France  is  Morocco's  largest  trading  partner,  accounting  for 
25  percent  of  th'  value  of  its  imports  --.rid  21  percent  of  its 
exports.  The  balance  of  trade  with  always  i  •  er  in 
deficit,  with  the  gap  reaching  over  560  mi  i  •  n  dollar:  m  1  '*82. 
However,  Moroccan  expatriate  worker--  Ar.  France  .nt.  noiru  6o4  mil¬ 
lion  dollars  in  1  982.  Also,  Fr  ar-*-e  provided  Morocco  with  260 
million  dollars  in  loans  iri  1963,  t  ncl  uo  >  ng  concessionary  loans 
and  export  credit.  to  support  ha  Ire.  e  of  p-ymen*- dc*f  toi  •  s  and 


development  project.^ 


From  the  U.S.,  Morocco  imported  over  200  million  dollars  in 
manufactured  goods,  primarily  transport  equipment,  in  1981,  and  a 
somewhat  smaller  amount  (about  170  million)  in  1982.  In  November 
1982,  the  U.S.  Government  granted  Morocco  an  interest-free  loan 
of  28  million  dollars  to  finance  wheat  purchases  from  the  U.S. 
For  1983-84,  another  U.S.  Government  loan  of  about  112  million 
is  expected. 

Morocco  is  facing  a  serious  problem  in  terms  of  financing  its 
external  deficit.  Since  1980,  the  IMF  has  helped  with  an  SDR  of 
810  million  over  three  years,  which  was  replaced  by  another  the 
following  year  (SDR  817  million  over  the  period  through  October 
1983),  and  a  one-year  standby  (SDR  281.25  million  over  the  period 
ending  April  1983)  .  This  support  is  expected  to  continue,  since 
the  Fund  seems  satisfied  with  Morocco's  economic  management 
efforts.  One  of  the  requirements  of  the  adjustment  program  was  a 
restriction  of  non-concessional  borrowing  to  SDR  500  million  in 
1982. 


According  to  the  Monthly  Information  Review  (May-June  1982) 
of  Banque  Morocaine  du  Commerce  Exterieur,  public  borrowing  was 
equivalent  to  1,948  million  dollars  in  1981.  Of  that  amount,  77 
percent  was  borrowed  by  the  government  and  the  remainder  by 
government-owned  enterprises.  Loans  of  foreign  exchange  amount¬ 
ing  to  1,729  million  dollars  and  219  million  dollars  represented 
commercial  credit.  The  distribution  of  the  borrowings  in  1980 
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and  1981,  by  country  of  origin  or  institution  were  as  follows: 


1980  1981 


Arab  Countries 

699 

1016 

Fr ance 

170 

138 

United  States 

70 

95 

West  Germany 

15 

27 

China 

3.4 

9.6 

World  Bank 

71 

104 

African  Development  Bank 

- 

8.5 

Arab  Monetary  Fund 

Arab  Fund  for  Economic 

10.6 

and  Social  Development 

- 

50 

Capital  Markets 

680 

414 

SOURCE:  World  Bank,  U.S.  Department  of  Defense,  U.S.  Treasury, 

June  1983. 

TABLE  20.  MOROCCO. 

PUBLIC  EXTERNAL  BORROWING 
(Millions  of  U.S.  Dollars) 

In  1981,  borrowing  from  all  Arab  sources  was  a  significant 
1.0  billion  dollars.  In  light  of  sharp  declines  in  oil  revenue 
in  the  Arab  World,  increases  from  these  sources  may  be  con¬ 
strained  for  the  next  few  years.  At  the  same  time,  the  high  debt 
already  contracted  by  Morocco  and  the  increasing  difficulty  in 
servicing  this  debt  will  certainly  depress  tne  eagerness  of 
financial  insti  tutu  to  <  <  1rrH  •:<  or  •  n  . 

Indeed,  the  t«v-‘  c  1  <•  xter  nal  debt  ( i  n  c  1  •  ■  ri  i  -  j  t.-t  oi  puM  to 

ana  piiVate)  it  Morocco  stooM  a .  1 ;  .  7  o  i  1 1  i  - : .  •■•m:  > 

with  a  debt  service  ratio  of  about  18  perce.p  .  ,-y  19  87  ,  total 
debt  wi  J  1  nave  i  nci  eased  to  2  x.  iU.  ■.  with  a  '  h  "  ’"ire  "•at.io 
of  41  percent  (total  p-iM  j  t  ant:  rri  *  debt  -  will  be  2.5 


billion  dollars).  Table  22  provides  details  on  Moroccan  GDP  and 
balance  of  payments  for  the  period  1980-82,  and  forecasts  for 
1983-87.  Table  21  provides  debt  service  forecasts  for  1983-91. 

The  U.S.  Government  share  of  Moroccan  external  public  debt 
service  is  small.  Total  U.S.  Government  assistance  loans, 
including  FMS ,  AID,  Ex-Im  Bank,  Export  Credit  and  PL-480  ,  will 
amount  to  about  5.6  percent  of  total  external  debt  service  in  FY 
1983  .  If  no  new  loans  are  made,  this  share  will  rise  to  about 
5.7  percent  in  FY  1985,  and  will  drop  therea;  ter  . 

In  FY  1983,  U.S.  FMS  loans  will  amount  to  about  2.8  percent 
of  total  external  public  debt  service.  However,  as  grace  periods 


expire  and 

i no  new 

loans  are  made. 

this 

share 

will 

dec! ine 

slowly  to 

about  2.7 

percent  in  1985 

and 

will 

drop 

rapidlv 

thereof  ter . ^ 
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THE  FORECAST  FOR  OMAN 


As  in  other  oil  producing  countries,  declining  world  oil 
prices  led  to  a  slowdown  in  the  Omani  economy  in  1982.  Real  GDP 
grew  by  only  3.4  percent,  compared  to  7.1  percent  in  1981. 
Oman's  ambitious  second  Five-Year  Development  Plan  (1981-85)  was 
based  on  projected  world  oil  prices  exceeding  40  dollars  per  bar¬ 
rel.  Given  a  current  benchmark  price  at  29  dollars  per  barrel 
and  the  possibility  of  a  price  between  25-27  dollars  per  barrel 
in  1983-84,  Oman  cut  back  somewhat  on  its  development  agenda. 
However,  barring  another  round  of  substantial  OPEC  oil  price  cuts 
to  below  25  dollars  per  barrel,  the  outlook  for  Oman  is  for  con¬ 
tinued  moderate  growth  during  the  period  1984-88. 

Crude  oil  production,  the  key  to  Oman's  oil-based  economy, 

amounted  to  about  330  thousand  barrels  per  day  in  1981  and  1982, 
and  the  Omani  Government  experts  that  production  will  be  around 
360  thousand  barrels  per  day  in  1983.  Oman  will  continue  to 

price  its  oil  consistent  with  the  Arab  benchmark  price  of  about 

29  dollars  per  barrel  in  1982.  Beginning  in  ’■■to  1954,  if.  the 
world  oi.l  de;n.-:p'i  .  i.-.i  e-ise.,  tci.s  :>  •nt  wb.  :  i  ••  •  xpert'-l  »•••.' 
economic  :  •  •  • ,  -n  price*  and  Omanx  p  •  •  r t'  w  •.  i  ‘  r  •  -~e 

moderate  iy  lug  the  period  .  86.  Expected  r-roouct  ion  in 

1998  wi  '  1  e  jbrut  429  thcnsan  ■'  bar  rein  pf  ~  ay .  Recover  -jh*  le 

r  <■  serve:  .  .  •  r  .  ■  a  «•  i  at  2  /  .  i I  ion  hirro'r,  •. .  .•■*>  Omni  t  he 
Cd[.tiC’.  1/  "■  "  r  i  r  r  s  for  '.noth--?  20-25  rear  s . 

Active  rxv'1'  1  <  r  r-r  vires  ,  ud  c:.bsea;ier.t  <i*  soever  ies 


will  likely  extend  this  production  capacity  for  an  even  longer 
per iod . 

Omani  revenues  are  derived  from  four  main  sources:  oil, 
non-oil  income,  loans,  and  foreign  grants.  Oil  receipts  are 
expected  to  be  3.42  billion  dollars  in  1983,  or  82  percent  of 
total  receipts.  About  9  percent  of  receipts  comes  from  non-oil 
income,  and  about  9  percent  from  loans  and  grants.  Thanks  to  oil 
income  (4.4  billion  dollars  in  1981)  the  Omani  government 
obtained  a  balanced  budget  in  1981  and  a  small  surplus  in  1982  of 
0.6  billion  dollars.  However,  revenues  are  expected  to  fall 
short  of  expenditures  by  0.6  billion  dollars  in  1983.  The  Omani 
government  will  likely  seek  long-term  loans  on  the  international 
credit  market  rather  than  drawing  on  its  general  fund  to  cover 
the  projected  1983  budget  deficit. 

Oman's  short-term  growth  rate  will  be  modest,  3.3  percent  in 
GDP  growth  in  1983.  Its  foreign  trade  surplus  will  be  about  200 
million  dollars  in  1983  but  will  decline  to  about  50  million  in 
1984.  Oman  had  a  2  billion  dollar  current  account  surplus  in 
1981  and  a  small  surplus  in  1982.  However,  Oman  will  run  a 
current  account  deficit  in  1983  of  about  900  million  dollars, 
primarily  due  to  lower  oil  revenues  and  increased  merchandise 
imports . 

For  the  period  1984-88,  Oman  will  continue  to  experience 


moderate  growth.  GDP  will  grow  to  about  3.7  percent  in  1984.  If 
world  oil  demand  increases  as  expected  in  late  1984,  Oman's  GDP 
will  grow  at  between  5  and  9  percent  annually  through  1988. 
Oman's  inflation  rate  will  closely  follow  the  inflation  rate  for 
the  U.S.  dollar  for  the  period  1984-88,  since  the  riyal  is  pegged 
to  the  dollar  on  international  monetary  markets.  Also,  U.S.  and 
Japanese  exports  to  Oman  are  strongest  in  heavy  machinery,  tran¬ 
sport  equipment,  manufactured  goods,  and  construction  materials 
(695  million  dollars  in  1981) .  An  acceleration  in  import  price 
inflation  after  the  industrialized  country  business  cycle  peak  in 
1984-85  will  explain  a  significant  portion  of  Oman's  domestic 
inflation  during  1985-88. 

Imports  are  projected  to  grow  at  an  average  annual  rate  of 
about  8  percent  during  the  period  1984-87.  Oman's  biggest  trad¬ 
ing  partner  is  Japan,  with  imports  from  that  country  valued  at 
517  million  dollars  in  1981.  Imports  from  the  U.S.  in  1981  were 
valued  at  347.8  million,  followed  by  South  Korea  with  88.6  mil- 
1  ion . 

Petroleum  will  remain  the  cornerstone  of  ' '-r  Oman  i  economy 
for  the  foreseeable  future.  In  xs81 ,  crude  o  1  <  .:ou.it;. o  for.  94 
percent  of  export  earnings  (4.4  billion)  and  64  percent  of  Gross 
Domestic  Product .  Although  Oma  m  not  a  Di  <  w.  oGuci-t  by 
regional  standards,  crude  output  i'-co  eased  free  ?8  3  thousand  bar¬ 
rels  per  lay  in  1930  to  330  thousand  barrel  per  da-,  in  1981, 
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largely  due  to  new  fields  in  Dhofar. 

During  1982,  production  ran  at  the  government's  target  level 
of  330  thousand  barrels  per  day,  but  revenues  dropped  because  of 
slumping  world  oil  prices.  In  January  1981,  Oman  was  selling  its 
crude  for  39  dollars  per  barrel,  and  by  early  1983,  for  29  dol¬ 
lars  per  barrel.  Oman  is  not  a  member  of  OPEC  nor  OAPEC,  and  has 
historically  been  a  price  follower.  Lately  though,  Oman  has 
begun  to  coordinate  more  closely  on  oil  policy  with  other  members 
of  the  Gulf  Cooperation  Council  (Bahrain,  Kuwait,  Qatar,  Saudi 
Arabia,  and  Egypt).  Developments  in  OPEC  will  determine  how 
Omani  crude  prices  move  during  the  period  1984-88. 

In  order  to  make  up  for  lost  revenues  in  late  1982,  the 
government  announced  its  decision  to  boost  crude  production  by  10 
percent  beginning  in  early  1983.  This  would  raise  production  to 
about  360  thousand  barrels  per  day,  the  highest  level  since  the 
historic  peak  of  366  thousand  barrels  per  day  achieved  in  1976. 

In  1982,  the  Omani  Government  ceased  playing  the  spot  market 
with  quarterly  contracts  and  reinstituted  annual  term  agreements. 
The  principal  customer  is  Japan,  which  purchased  about  one-half 
of  Oman's  crude  in  1981.  West  Germany,  the  Netherlands,  and 
Singapore  are  other  major  buyers.  The  United  States  purchased 
9.1  million  barrels  in  1981,  about  8  percent  of  Omani  exports. 
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The  primary  producer  in  the  country  is  Petroleum  Development 
Oman  (PDO)  ,  owned  60  percent  by  the  government  and  40  percent  by 
the  foreign  partners;  Shell,  the  operator  (34  percent);  CFP  (4 
percent)  ;  and  Patex  (3  percent)  .  PDO,  which  has  been  in  opera¬ 
tion  since  1967,  produced  almost  320  thousand  barrels  per  day  in 
1981,  including  about  45  thousand  from  Marmul  and  other  southern 
fields.  1981  was  a  successful  exploration  year,  and  PDO  commis¬ 
sioned  several  new  fields  in  Dhofar.  In  October  1982,  PDO  offi¬ 
cially  inaugurated  its  second  major  production  center  in  Dhofar 
at  Rima.  Rima  crude  is  particularly  attractive  since  it  is  much 
lighter  than  the  standard  Dhofar  blend  of  heavier  crude.  The 
government  expects  Rima  to  produce  45  thousand  barrels  per  day  in 
1984. 

The  only  other  producer  in  Oman  is  Elf  Aquitaine,  which  heads 
a  foreign  consortium  in  the  Butabol  concession  in  Western  Oman. 
Elf's  Sahmah  field  has  been  producing  11-12  thousand  barrels  pet 
day  of  extremely  light  crude  since  late  1980.  Elf  is  currently 
dr  i  lling  new  deve  aL  well.-  a*.  Sahroa'i  •  of  b«os  u  ing 
output  to  80  thousand  barrels  per  day. 

Active  exploration  continues  t .  .oughout  tn  '  »o  y.  PLO  n  as 
11  r igs  in  operation.  Elf  is  drilling  offshore  near  the  Musandan 
Peninsula,  wrier  •  some  gas  and  condensate  have  e«i ousl v  been 
discovered..  Amoco  {••>.'?- shore)  r  n.i  On  1  f  (or.  she  re)  have  conducted 
drilling  programs  dur '  no  198  2  ,  n;d  BP  will  ropor  t«-dl  /  :  e-'.une 
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drilling  shortly.  Seismic  work  is  proceeding  in  five  new  conces¬ 
sion  blocks  awarded  in  1981  to  Amoco,  Japax,  Japan  Petroleum 
Development,  and  Elf.  As  all  are  committed  to  drill  a  number  of 
exploration  wells  during  the  concession  terms,  considerable  dril¬ 
ling  activity  is  expected  in  1983-84. 

In  the  past,  Oman  has  exported  all  of  its  crude  and  has 
relied  on  imported  refined  products  for  domestic  consumption. 
This  changed  with  the  opening  of  Oman's  first  refinery  in 
November  1982.  The  50  thousand  barrel  per  day  intake  capacity 
topping  plant  is  designed  to  meet  domestic  requirements  for  gaso¬ 
line,  jet  fuel,  diesel,  kerosene,  and  bunker  fuel.  The  govern¬ 
ment  has  awarded  the  refinery  management  contract  to  Ashland  Oil 
of  the  United  States.  A  lube  oil  blending  plant  has  been  pro¬ 
posed  to  complement  the  refinery,  but  plans  for  an  asphalt  unit 
have  been  shelved  for  now. 


Oman  may  have  a  second  refinery,  strictly  for  export  pur¬ 


poses,  in  the  next  couple  of  years.  The  Omani  Government  has 
recently  commissioned  a  feasibility  study  for  a  large  export 
refinery  on  the  Omani  coast,  perhaps  to  be  supplied  with  crude 


piped  across  Oman  from  Saudi  Arabia  and  other  Gulf  states. 

Natural  gas  reserves  are  fairly  modest:  about  6  trillion 
cubic  feet  of  which  1.5  trillion  is  associated  gas.  This  is  con¬ 
sidered  too  small  for  a  liquified  natural  gas  industry  and  may 


not  be  sufficient  to  provide  feedstock  for  downstream  petrochemi¬ 
cals  applications.  Associated  gas  is  processed  at  the  Yibal 
plant;  the  butane  product  is  bottled  and  sold  locally,  while  the 
tail  gas  is  added  to  the  non-associated  production  and  is  used 
for  fuel  purposes  in  power  plants,  industry,  etc. 

An  upcoming  major  gas  project  wilL  more  than  double  the  capa¬ 
city  of  the  natural  gas  treatment  plant  at  Yibal.  The  expansion 
program  also  involves  drilling  new  gas  wells  and  installing  addi¬ 
tional  compressors  on  existing  gas  pipelines.  The  enhanced  sup¬ 
ply  should  help  meet  ever-increasing  demands  for  gas  as  fuel. 
Two  U.S.  firms,  Bechtel  and  Parsons,  are  among  those  short-listed 
for  the  130  million  dollar  project.  Omani  Government  policy  is 
to  conserve  resources  by  using  gas  rather  than  diesel  for  indus¬ 
trial  fuel  wherever  possible.  a  ,'?6  kilometer.  •  6- inch  gas  pipe¬ 
line  from  tiie  capital  area  up  i  he  Patinah  Coast  to  the  copper 
smelter  at  Schar  was  completed  in  1981.  A  new  292  kilometer, 
16-inch  line  carries  gas  south  !  rcrr  central  Oman  for  use  as  fuel 
l  n  US'  Ld.o  .  ,  r  .  ’  "  '  1  v.  •  t  '  - 

men*-  hr-  -  -ve  1  t 1  e  iee  l-. c  .  pips  ;  :  ..  *  ’airy  ,  ;  .  sr. 

Ma  cm;*  1  so  ;  •  •  over.  *  he  mount  ..  ,  .  .r  ■:  ; 

t.h»'  O’oj*  •*  *  •-  con.*'  i  ngent  ape  -.  •'  "  '  «  ng  . 
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progress  is  being  made  in  improving  and  diversifying  agricultural 
production,  output--and  potential--remains  small.  Fisheries 
resources  hold  more  promise  for  the  future.  To  help  diversify 
the  economy,  the  government  is  promoting  domestic  manufactur ing , 
particularly  smal 1-scale  import  substitution  industries  backed  by 
private  investment.  Oman  remains  highly  dependent  upon  its 
foreign  work  force,  now  more  than  145  thousand  and  still  growing. 

Oman  is  also  attempting  to  diversify  its  export  base  to 
include  more  non-petroleum  products,  which  accounted  for  less 
than  10  percent  of  export  revenue  in  1983.  Agricultural  products 
and  fish  make  up  the  bulk  of  these  exports,  which  are  marketed 
primarily  in  the  Middle  East  and  India.  Although  an  estimated 
two-thirds  of  the  native  Omani  population  derive  their  livelihood 
from  traditional  agriculture  and  fishing,  these  long-neglected 
sectors--histor  ically  the  mainstay  of  the  economy-contributed 
less  than  five  percent  on  non-oil  GDP  in  1981.  Exports  of  pro¬ 
ducts  of  Omani  origin  have  increased  five-fold  since  1977  but 
still  totaled  only  18.9  million  dollars  in  1981. 

Arable  land  is  limited  in  Oman:  about  40  thousand  hectares 
are  presently  under  cultivation,  witn  perhaps  and  equal  amount  of 
uncultivated  land  suitable  for  farming.  Harsh  climate,  poor 
soil,  lack  of  water,  and  rural  to  urban  migration  are  other  con¬ 
straints.  Aware  that  these  conditions  make  large  agribusiness 
projects  unrealistic,  the  government  seeks  to  develop  jgriculf .ate 
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by  assisting  individual  farmers  through  better  farming  methods  to 
improve  and  diversify  production.  This  program  has  social  value 
as  well  in  that  it  induces  farmers  to  remain  on  the  land  and  not 
abandon  their  farms. 

Traditionally,  the  main  Omani  crops  were  dates  and  limes 
together  with  some  goat  husbandry.  There  is  now  emphasis  on 
alfalfa,  Rhodes  grass,  garden  vegetables,  poultry,  and  dairy/beef 
cattle.  The  government's  goal  under  the  current  Five  Year 
Development  Plan  is  to  double  domestic  food  production,  and  some 
progress  is  being  made.  The  government-owned  Oman  Sun  Farms,  for 
example,  now  exports  fresh  milk  and  hay  to  Egypt  and  has  plans  to 
add  beef  cattle  to  its  existing  dairy  herd. 

The  Omani  government  has  established  new  institutions  to 
promote  agricultural  development.  The  Oman  Bank  for  Agriculture 
and  Fisheries  provides  concessional  credit  and  technical  assis¬ 
tance  to  Omani  farmers  and  fishermen.  The  Public  Authority  for 
Marketing  of  Agricu’tural  Produce  was  created  to  improve  domestic 
food  distribution  and  storage.  A.  Ac ten1. .*  ’  '  ’  m  N :  rw:i 
now  has  an  enrol  In  er  t  of  150  students ,  whi  1-  ••  n  Knav  ■  ■  a ,  an 
experimental  farm  is  adm  iniai*  >  <  under  ..  $*  .  Pit"  -m 
University  of  the  U.K.  Th°  Ministry  of  Agriculture  and  r  i  slier  res 
is  conducting  soil  and  giouno  wai--i  surveys,  V. <  i  ;  'in  ,  new  agri¬ 
cultural  resea;  oh  a  no  tension  ce  rtc-s,  and  ryina  out  a  major 
program  of  maintenance  *nd  rep-.  •  .  .)*  the  traoi  tn.raj  •  ■:  rigat.  ion 
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Recently  completed  projects  include  a  60  thousand  ton/year 
animal  feed  plant  in  Salalah.  The  Omani-Amer ican  Joint  Commis¬ 
sion  tor  Economic  and  Technical  Cooperation  is  initiating  a  water 
recharge  project  in  Wadi  al-Khoudh  near  Seeb.  A  low  catchment 
dam  will  be  built  to  halt  runoff  from  the  nearby  mountains  long 
enough  to  permit  the  water  to  soak  into  the  soil  and  recharge  the 
aquifer.  If  this  pilot  program  proves  successful,  the  scheme 
could  be  duplicated  in  numerous  areas  in  mountainous  Oman,  limit¬ 
ing  the  wasteful  runoff  of  scarce  rainfall. 

The  fisheries  sector  has  also  suffered  from  long  stagnation. 
Most  fishing  in  Oman  is  done  by  some  7-8  thousand  native  fisher¬ 
men  who  operate  individually.  Prospects  for  development  are 
good,  however,  as  Oman  is  blessed  with  a  long  coastline  (1700  km) 
on  the  Indian  Ocean.  The  waters  are  rich  in  sardines,  tuna, 
kingfish,  mackerel,  red  snapper,  cuttlefish,  and  other  species. 
Abalone  are  fairly  abundant  along  the  coast  of  Dhofar. 

Estimates  of  annual  catch  are  notoriously  inaccurate  and  vary 
widely.  The  most  reliable  estimate  seems  to  be  between  50-80 
thousand  tons.  It  is  generally  agreed  that  Oman's  fisheries 
resources  could  support  substantial  expansion  of  the  industry, 
but  studies  are  needed  to  determine  the  size  of  stocks  of  various 
species.  To  this  end,  the  government  plans  a  4.1  million  dollar 


marine  science  research  center  near  Muscat. 


Government  policy  is  to  develop  commercial  fishing  without 
jeopardizing  the  livelihood  of  the  native  fishermen.  A 
Fishermen's  Encourdgement  Fund  was  established  in  1976  to  admin¬ 
ister  distribution  of  outboard  motors,  boats,  and  nets  at  subsi¬ 
dized  rates.  The  new  Agriculture  and  Fisheries  Bank,  which  also 
offers  low-cost  loans,  has  assumed  responsibility  for  this  pro¬ 
gram.  Other  government  projects  designed  to  aid  fishermen 
include  new  cold  storage  facilities,  distribution  centers,  marine 
workshops  and  harbors  and  jetties. 

The  Ministry  of  Agriculture  and  Fisheries  development  program 
is  receiving  an  important  boost  through  technical  assistance  and 
training  sponsored  by  the  Oman i-Amer ican  Joint  Commission.  A 
number  of  Omani  will  be  sent  to  the  United  States  for  studies  and 
U.S.  experts  will  go  to  Oman  to  train  their  counterparts. 

Oman's  foreign  debt  service  is  relatively  small,  accounting 
for  4.7  percent  of  GNF  ir*  1980 .  he  debt  ■-  :'v\cv  r  a  1 3  r  fc  f  the 
same  year  was  6.6  percent,  and  will  remain  ntuf-cn  4  anc  r,  per¬ 
cent  for  the  period  198  9-87  .  The  .  3  .  Gover  *v-  :  h  a  r  e  '  On  ar.  i 
external  debt  service  (public  and  private)  is  almost.  all 
accounted  for  by  U.S.  FMS  loans.  In  1983  ,  the  U.S.  share  of 
total  Omani  debt  service  was  i0.i>  percent.  If  no  new  loans  ate 
made,  this  share  will  decline  steadily  to  about  6  percent  in 


In  sum,  there  is  little  cause  for  concern  with  regard  to  the 
total  Omani  debt  service  burden  or  with  the  U.S.  share  of  that 
burden  during  the  period  1983-87.  A  drop  in  world  oil  prices 
below  25  dollars  per  barrel  would  substantially  alter  the  1983-87 
economic  forecast;  however,  such  a  drop  would  appear  unlikely. 
Major  economic  indicators,  balance  of  payments,  and  debt  service 
forecasts  on  existing  loans  are  provided  in  Tables  23  through 


(in  Millions  of  U.S.  Dnllars) 
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THE  FORECAST  FOR  PAKISTAN 


Pakistan  registered  its  fifth  consecutive  year  of  GDP  growth 
in  Pakistani  Fiscal  Year  (PFV>  1981-82  (1  July  -  30  June).  Real 
GDP  increased  by  6.3  percent,  with  agricultural  output  growing  by 
3.0  percent  and  industrial  output  growing  by  12.1  percent.  How¬ 
ever,  little  growth  occurred  during  PFY  1982-83  due  to  the  world¬ 
wide  recession,  lower  prices  for  Pakistani's  agricultural  and 
textile  exports,  an  overvalued  rupee,  and  lower  remittances  from 
Pakistani  expatriate  workers.  For  late  1983  through  1988,  Pakis¬ 
tan  is  expected  to  continue  to  experience  some  GDP  growth.  How¬ 
ever,  continued  growth  at  previous  levels  is  highly  dependent 
upon  increased  efficiency  in  government -owned  industries, 
irurr e  in  the  per  acre  yield  of  agricultural  products,  and  a 
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The  Pakistani  Government  s  development  program  for  PFY  1981- 
82,  and  its  annual  plan  for  PFY  1982-83,  reflected  the  shift  in 
public  sector  priorities  from  industrial  projects  and  subsidies 
to  infrastructure  investments  in  agriculture  and  energy.  The 
balance  of  payments  deteriorated  in  the  wake  of  world  recession, 
low  export  commodity  prices,  a  shortfall  in  workers'  remit- 
trances,  and  the  effects  of  an  overvalued  rupee.  Highlights  of 
Pakistan's  current  economic  relations  with  the  United  States 
include  a  resumption  of  American  aid  (PFY  1982-82  was  the  first 
year  of  a  projected  six-year,  3.2  billion  dollar  package  of 
economic  and  military  assistance)  ,  opportunities  for  an  expanded 
U.S.  role  in  supplying  imports,  and  strong  interest  on  the  part 
of  the  Government  of  Pakistan  in  attracting  American  investment. 

Since  coming  to  power  in  July  1977,  the  martial  law  adminis¬ 
tration  of  General  Zia  ul-Haq  has  presided  over  five  consecutive 
years  of  rapid  growth.  Gross  domestic  produce  (GDP)  has 
increased  by  over  6  percent  per  year,  agricultural  production  has 
improved  to  the  point  where  Pakistan  is  now  a  net  food  exporter, 
industrial  growth  has  averaged  over  9  percent  per  year,  and  the 
balance  of  payments  situation  has  become  substantially  more 
manageable.  In  part,  this  economic  turnaround  has  been  due  to 
government  pol icy--notably  rationalization  of  agricultural  input 
and  output  prices;  reorientation  of  development  priorities  toward 
the  agricultural,  energy  and  social  sectors  and  away  from  public 


industry  and  subsidies;  conservative  fiscal  management  and  tight 
control  of  the  money  supply — but  it  has  also  resulted  from  gen¬ 
erally  favorable  weather,  high  export  commodity  prices,  and  a 
boom  in  workers'  remittances  which  has  helped  to  offset  the  shock 
of  higher  oil  prices.  Moreover,  much  of  the  value  added  to  date 
in  agriculture  can  be  traced  to  expanded  acreage  rather  than 
improvements  in  efficiency;  similarly,  industrial  growth  has  been 
largely  propelled  by  output  from  recently  completed,  large  public 
sector  industrial  projects  conceived  under  the  previous  regime. 
With  scope  for  further  acreage  expansion  narrowing  and  with 
government  no  longer  investing  public  resources  in  industry, 
future  growth  in  these  sectors  will  depend  upon  increases  in 
agricultural  yields  and  a  strong  upsurge  in  private  industrial 
investment.  If  such  developments  do  not  occur,  Pakistan's 
economic  outlook  for  the  period  1984-88  is  problematical,  partic¬ 
ularly  as  population  increases  of  about  three  percent  a  year  sub¬ 
stantially  affect  economic  growth.  However,  the  government  is 
aware  of  these  stru-’t  utal  problems  and,  with  the  help  of  the  IMF, 
World  Bank,  T  *  y,  Orv  Top.r-.  nf  P':V  ,-nd  i  hi  '.at-  t  i rid 
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output  increased  by  3.0  percent,  short  of  the  5.1  percent  target 
and  down  from  the  previous  year's  4.0  percent.  Although  most 
major  crops  reached  record  levels  of  production,  the  sector  as  a 
whole  suffered  slower  growth  due  to  a  the  effect  of  adverse 
weather  conditions  on  the  wheat  crop.  Late  rains  and  shortages 
of  irrigation  water  at  sowing  time,  coupled  with  excessive  rains 
and  hail  storms  during  the  harvest,  reduced  wheat  output  to  11.2 
million  tons,  down  from  the  previous  year's  11.5  million  tons  and 
well  short  of  the  projected  12.2  million  tons. 

The  manufacturing  sector,  which  accounts  for  about  17  percent 
of  GDP,  recorded  strong  growth  of  12.1  percent  during  PFY  1981- 
82.  Value  added  in  large-scale  industry  increased  by  14  percent 
while  growth  in  small-scale  industry  was  placed  at  7.3  percent. 
Cotton  textile  manufactur ing  remains  Pakistan's  largest  industry, 
but  in  recent  years  the  organized  mill  sector  has  been  plagued 
with  falling  productivity,  poor  labor  relations,  outmoded  equip¬ 
ment,  lack  of  credit,  and  increasing  protectionism  by  the 
developed  countries.  During  PFY  1981-82,  production  of  cotton 
yarn  rose  by  7.9  percent  while  production  of  cotton  cloth  rose  by 
only  1.4  percent,  yet  exports  of  yarn  declined  by  7.0  percent  and 
exports  of  cloth  increased  by  15.8  percent.  In  December,  1981, 
Pakistan  and  the  United  States  concluded  a  new  bilateral  textile 
agreement  which  increased  access  of  Pakistan's  textile  products 
to  the  United  States.  New,  higher  ceilings  for  cotton  garments 


will  result  in  increased  Pakistani  garment  exports  to  the  United 
States  in  the  near  future. 


During  PFY  1981-82,  the  public  sector  Pakistan  Automobile 
Corporation  and  Suzuki  Corporation  finalized  a  450  million  dollar 
automobile  assembly  project.  Initial  production  capacity  will  be 
25  thousand  units  over  ten  years.  Under  the  arrangement,  by 
which  the  Japanese  are  to  provide  technical  assistance,  61  per¬ 
cent  of  components  are  to  be  manufactured  locally  within  six 
years . 


The  Pakistani  Government  also  continued  its  policy  of  cur¬ 
tailing  public  investment  in  industry  while  improving  incentives 
to  the  private  sector.  With  the  PFY  1982-83  budget,  the  govern¬ 
ment  has  effectively  curtailed  all  new  spending  on  industry,  with 
the  exception  of  the  Karachi  Steel  Mill.  The  existing  public 
manufacturing  units,  of  which  there  are  about  60,  grouped  in 
eight  corporations  under  the  Ministry  of  Production,  account  for 
about  a  third  of  fixed  assets  in  medium  and  large-scale  industry. 
These  companies  improved  their  cver.il  i  product  .-on  index  by  13 
percent  during  PFY  1 °Rl-82 ,  but  this  was  attributable  mostly  to 
new  units  coming  on  stre.-m,  f.f ..  ..r  .eucy  of  ne  pub!  .  o  units 
remains  generally  poor.  The  possibility  of  any  large-scale  dena¬ 
tionalization  appears  to  be  remote;  in  most  cases  where  the 
go'-er  nment  has  d ;  c.  ■  oo-d  denationalization  with  former  owners,  it 
has  proven  impossible  to  reach  mutually  acceptable  terms 


concerning  debt  assumption,  labor  policy  and  pricing.  This  being 
the  case,  the  government  is  striving  to  improve  the  efficiency 
and  productivity  of  its  manufacturing  entities  by  allowing 
greater  autonomy  to  individual  managers  and  by  enforcing  greater 
accountability.  For  PFY  1982-83,  industrial  output  is  targeted 
to  grow  by  9  percent,  based  on  the  assumption  of  a  modest 
recovery  in  the  textile  sector,  improved  capacity  utilization, 
and  new  capacity  in  fertilizer,  cement,  steel,  sheet  glass  and 
glass  products,  and  polyester  fiber. 

In  the  energy  sector,  the  recent  trend  has  been  one  of 
increasing  imports  of  petroleum  and  growing  shortages  of  domestic 
natural  gas  supplies.  During  PFY  1981-82,  the  government  began 
to  take  steps  to  reverse  this  development.  The  pricing  and  pro¬ 
duction  agreement  with  the  major  oil  producer,  Pakistan  Oilfields 
Limited  (POL) ,  was  revised  so  that  the  price  of  oil  produced  from 
new  wells  at  the  existing  field  at  Meyal  will  be  substantially 
increased  (from  44  rupees  per  barrel  to  32  percent  of  import  par¬ 
ity  price).  This  new  arrangement,  the  government  hopes,  will 
provide  adequate  incentive  to  expand  production  and  investment 
over  the  next  few  years. 

Gross  domestic  investment  during  PFY  1981-82  increased  17.5 
percent,  with  public  investment  rising  sharply  by  20.2  percent 
and  private  investment  increasing  by  12.6  percent.  Within  the 
private  sector,  officially-recorded  investment  in  manufacturing 
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was  up  only  5  percent,  a  significant  retrenching  from  increases 
of  25  percent,  38  percent  and  19  percent  in  the  three  previous 
years.  The  share  of  private  investment  in  gross  domestic  fixed 
capital  formation  thus  declined  from  34.6  percent  to  33.6  per¬ 
cent.  Most  of  the  increase  in  public  investment  reflected  the 
recent  shift  in  the  Pakistani  Government's  development  priorities 
and  came  in  agricultural,  energy  and  social  sectors.  The  govern¬ 
ment  has  adopted  a  strategy  of  curtailing  all  further  investment 
in  industry,  and  gradually  eliminating  agricultural  input  subsi¬ 
dies  (mainly  for  fertilizer)  so  as  to  free  up  public  resources 
for  investment  in  priority  areas.  Future  investment  in  industry 
is  to  be  reserved  for  the  private  sector.  Public  sector  indus¬ 
tries  will  obtain  funding  through  self-financing  and  commercial 
borrowing  rather  than  from  budgetary  allocations.  Actual  expen¬ 
ditures  in  PFY  1981-82  and  allocations  projected  under  the  PFY 
1982-83  budget  reflect  this  shift,  with  expenditures  for  agricul¬ 
ture,  energy  and  social  services  rising  from  52.8  percent  to  56.5 
percent  of  total,  u.  i  spending  for  indust  ry  for  .mar  i  I.  y  tin-  Kara¬ 
chi  Steel  Mil1;  ->:•  •  f  *' •.  t  i  1  i  7.e  r  =•».  i  r  cm  1 

cent  to  14.7  percent. 

Tn  line  with  tne  government's  stated  desire  to  improve  the 
climate  for  private  industrial  investment,  much  of  the  emphasis 
in  public  spenuing  is  oe  my  shifted  to  removal  of  int  r as true fur e 
bottlenecks,  particularly  in  enetoy ,  but  also  in  t  ranspoi  t  and 


communications.  Moves  in  this  direction  have  been  welcomed  by 
the  private  sector,  but  there  is  a  consensus  that  much  remains  to 
be  done.  Public  investment  still  represents  close  to  70  percent 
of  total  fixed  capital  formation.  Clearly,  the  legacy  of  the 
wholesale  nationalizations  of  the  previous  regime  continues  to 
affect  private  sector  confidence  and,  while  there  is  little  sign 
that  the  government  will  divest  any  of  the  major  nationalized 
industries  in  the  near  term,  there  are  numerous  other  areas  in 
which  imaginative  government  actions  might  inspire  a  revival  of 
private  investment.  The  continuing  problems,  according  to  sector 
critics,  are:  (a)  cumbersome  and  time-consuming  government  regu¬ 
lations;  (b)  bias  toward  import  substitution  in  the  present  sys¬ 
tem  of  industrial  incentives;  (c)  pricing  distortions  which 
discourage  efficiency  and  restrict  the  allocative  function  of  the 
market  mechanism;  (d)  scarce  and  inefficiently  distributed 
credit,  both  foreign  exchange  and  local  currency;  (e)  lack  of 
infrastructure;  and  (f)  labor  laws  and  practices  which  reduce 
labor  productivity  by  affording  excessive  job  protection  to  work- 


Despite  a  substantial  revenue  shortfall,  Pakistan's  overall 


budgetary  situation  remained  stable  in  PFY  1981-82.  The  major 
factor  causing  revenue  problems  was  a  sharp  decline  in  customs 
duty  receipts  due  to  a  slowdown  in  import  growth.  As  a  result, 
revenue  collections  were  3  billion  rupees  short  of  target. 


Added  to  this  was  a  decline  in  contributions  from  public 
manufactur ing  units  due  to  the  increased  cost  of  fuel  which  fol¬ 
lowed  the  revision  of  gas  power  tariffs,  but  perhaps  more  intrin¬ 
sically  linked  to  the  structure  and  management  of  the  public  cor¬ 
porations.  Although  total  Government  of  Pakistan  development 
expenditures  of  27  billion  rupees  were  less  than  their  budgeted 
levels,  the  overall  deficit  increased  by  25.6  percent  over  the 
previous  year,  to  18.4  billion  rupees,  representing  5.6  percent 
of  GDP.  Despite  a  shortfall  in  actual  foreign  aid,  the  govern¬ 
ment  was  able  to  finance  this  without  exceeding  IMF  ceilings  on 
borrowing  from  the  domestic  banking  system  thanks  to  the  extraor¬ 
dinary  growth  in  domestic  nonbank  resources,  which  rose  by  45 
percent  over  the  previous  year's  record  level.  This  increase 
appears  to  reflect  the  public's  enthusiastic  response  to  the 
government's  enhancement  of  yields  on  various  bonds  and  small 
savings  instruments  and  demonstrated  the  potential  for  increasing 
private  savings  and  investment. 

The  budget  for  ..  .1  1982-83  i  a  cautious  r®  ‘-••vat  :  •  -r  <>f  r  he 
government's  policy  of  redirecting  public  re sou.  with : n  a  con¬ 
text  of  strict  financial  disci  pi  in-  .  The  only  tn  \  :  V  c.  the 
norm  was  the  introduction  of  Ushr  an  Islamic  lax  on  agricultural 
production ,  which  was  assessed  for  the  r i r s t  time  on  Lhe  harvest 
from  t.i.e  ;v32  t winter )  crop  in  the  spi  i:,j  nf  1983  . 
Proceeds  from  t’shr  1  lections  will  not  be  incl  j  Jed  in  jo/jrnmer.t 
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revenues,  as  they  are  to  be  administered  by  religious  organiza¬ 
tions  and  distributed  as  charity  for  the  poor.  As  for  the  budget 
itself,  the  major  new  measure  to  address  last  year's  revenue 
shortfall  was  a  further  5  percent  surcharge  on  imports.  Import 
duty  collections  are  projected  to  pick  up  and  continue  to  provide 
the  single  largest  source  of  revenue.  "Self  financing"  by  public 
corporations  is  expected  to  improve  by  43  percent  over  last 
year's  unimpressive  performance.  Gross  disbursements  of  foreign 
aid  are  to  rise  26  percent  from  the  level  attained  in  PFY  1981-82 
with  greater  emphasis  on  rural  areas  and  the  "neglected  sectors" 
of  primary  education,  primary  health  care,  and  rural  water  sup¬ 
ply,  electrification,  and  roads.  Meanwhile,  the  government 
remains  committed  not  to  exceed  its  IMP-approved  ceiling  on  defi¬ 
cit  financing  of  5.7  billion  rupees. 

Notwithstanding  the  government's  performance  in  sustaining 
financial  stability  in  recent  years,  the  longer-term  structure  of 
Pakistan's  public  finances  remains  precarious.  On  the  revenue 
side,  a  major  weakness  of  the  tax  system  remains  its  over¬ 
reliance  on  specific  rates  for  customs  and  excise  duties. 
Income,  corporate,  and  sales  tax  play  lesser  roles  in  Pakistan 
than  in  most  comparable  countries.  The  tax/GDP  ratio  in  PFY 
1981-82  was  13.0,  extremely  low  by  most  standards.  Improvements 
in  this  area  would  appear  crucial  if  the  government  is  to  main¬ 
tain  the  pace  of  its  development  program  in  the  next  few  years. 
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There  is  little  leeway  for  reductions  in  current  expenditures, 
three-quarters  of  which  in  this  year's  budget  are  taken  up  by 
defense  and  debt  servicing  requirements.  Given  these  con¬ 
straints,  the  authorities  are  likely  to  be  increasingly  hard- 
pressed  to  mobilize  adequate  domestic  resources  to  finance 
development  objectives  in  the  coming  years  without  improved  reve¬ 
nue  collections.  Continued  reliance  on  nonbank  financing  such  as 
small  savings  schemes  may  not  be  practical,  since  such  deposits 
have  proved  volatile  in  the  past  and  because  this  represents  a 
diversion  of  scarce  national  savings  into  budgetary  support 
rather  than  productive  investment. 

For  PFY  1982-83,  the  government  is  projecting  an  improvement 
in  all  aspects  of  Pakistan's  balance  of  payments.  Based  on  an 
estimated  increase  in  exports  of  12.5  percent,  in  imports  of  only 
about  6  percent,  and  in  workers'  remittances  of  12  percent,  the 
current  account  deficit  would  narrow  to  1.3  billion  dollars. 
Pakistan  again  entered  the  Eurodollar  maiket  in  PFY  1982-83,  bor¬ 
rowing  a  total  •••!'  •"  - ‘  ;  or.  I'  ’  hjt«  i>-  *  *  •  1  .  ',>i  :  y. 

million,  loan  managed  by  Bank  of.  America,  .  i.a  .natter  .  .  r, .  : 

ca  1  ,  Morgan,  Manet?  .-.ci  ■ '  e  i  .•  H:  :  •••  .'  it  r  n.  . 

Bank;  and  another  for  ISO  million,  lev)  by  jt.ank,  Amor  ican 

Express  ,  Arab  hanking  Corporator.,  Lloyd's,  a :  Nianu  •  ,i> . 1  a  t  •>  r  : 

Hanover',  .  T!;o  1 ‘  ■■  '  ’  -  '•••r.me ;  .  i  r  orrevirir  w>>r  >•  niti'v-i  L.  in 
that  Pakistan  was  .-.  1  ■  ►o  negol.  l  a  t  >:  sigr  1  f  lean'  iy  mo  r  •  r  ■  o  :  ,»:>’e 
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terms  than  in  previous  contracts  (payback  over  three  years  rather 
than  one,  at  interest  rates  quite  close  to  the  London  Interbank 
Offer  Rate  (LIBOR)).  Assuming  aid  disbursements  at  about  the 
level  pledged  at  the  Tune,  1982,  Consortium  meeting,  the  overall 
deficit  would  also  narrow  somewhat  to  235  million  dollars.  Fol¬ 
lowing  IMF  transactions  under  the  final  year  of  economic  support, 
this  would  result  in  an  increase  of  344  million  dollars  in 
foreign  exchange  reserves. 

In  August,  1.981,  the  United  States  and  Pakistan  completed 
negotiations  on  a  3.2  billion  dollar  package  of  economic  and  mil¬ 
itary  assistance  which  the  United  States  will  seek  to  provide 
Pakistan  over  a  six-year  period.  The  economic  package  totals 
1.625  billion  dollars  and  takes  a  development-oriented  approach, 
which  is  reflected  in  the  considerable  commodity  component  (PL- 
480  edible  oil,  phosphatic  fertilizer,  agricultural  equipment, 
insecticides,  and  contraceptives)  and  the  substantial  local 
currency  cost  financing  in  projects.  The  focusc  of  the  projects 
corresponds  with  the  government's  development  priority  sectors  of 
agriculture,  energy  and  social  services.  Terms  of  the  assistance 
are  two-thirds  grant  and  one-third  concessional  loans.  During 
PFY  1981-82,  the  United  States  obligated  a  total  of  150  million 
dollars,  of  which  50  million  was  in  PL-480  financing  of  edible 
oil.  For  PFY  lv982-83,  the  United  States  has  pledged  to  contri¬ 
bute  250  million  dollars,  including  50  million  in  PI, -430  ,  but 


this  amount  awaits  Congressional  approval.  The  military  assis¬ 
tance  package  is  composed  of  1.6  billion  dollars  in  FMS 
guaranteed  credits  to  be  extended  over  five  years  beginning  in 
PFY  1982-83. 

As  previously  stated,  the  U.S.  Government  share  of 
Pakistani's  external  debt  service  will  be  relatively  large  during 
the  period  1984-80.  Total  U.S.  Government  assistance  loan' , 
including  FMS,  Ex-Im  Bank,  and  PL-480  will  amount  to  17.6  peicent 
of  total  Pakistani  external  debt  service  (public  and  private)  in 
U.S.  FY  1983.  If  no  new  loans  are  made,  this  share  will  grow  to 
about  23.5  percent  in  FY  1987,  and  will  level  off  at  about  20 
percent  for  the  remainder  of  the  decade. 

In  U.S.  FY  1983,  U.S.  FMS  loans  will  account  for  1.1  percent 
of  total  Pakistani  external  debt  service.  However,  as  grace 
periods  expire,  the  FMS  share  will  increase  to  3.8  percent  in  FY 

1986,  and  will  level  off  to  about  3.6  percent  for  the  remainder 

of  the  decade.  re  *.  a :  Is  are  provided  in  Table  2<:  . 
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lution  of  structural  problems  in  both  industry  and  agriculture. 
The  U.S.  Government  has  a  substantial  stake  in  Pakistanis  future 


growth , 

Pakistan 

1984-88. 


since  the  U.S.  will  account  for  about  20 

's  current  external  debt  service  burden  for 
36 


percent  of 
the  period 


.'-14 


Loan Loani^ 
n  Interest  Principal  Int 


PFY  (1  July-30  June) 

Groat  IntlooaJ.  Prgduat 
(Off)  ( Bill Ida  rupees ) 

Population  1«UU  oat) 

Off  Pa*  CtflU  (rupeea) 

fee bu«t  hti  (u.(.  |»  (rupnue) 

ifloua  Peel_Crovth  Patea  (paroeat) 
!!TT  1959-60  Tutor  eo«t ) 

— Croat  let  local  Product 

— Croat  Doaaatlc  Product 
— Agriculture 
—Manufacturing 
— Service* 

Sectoral  Share  la  CDP  (percent) 

—  agrleultu ra 
— Manuf  acturlag 
— Service* 

Cipeodlture  and  Stringy  Hatl 
Cooavaaptloa/Cff 
Croat  Qcoaatlc  loraatuaaat/Cff 
Crota  Ocaaatic  Savltge/CDP 
Croat  Doaaatlc  Savlnga/Oro**  Dcaaaatls 
loraataaat 

Cover  ccaaot  rinancta  (olUloa  rupaaa  ) 

— Current  Hevenu* 

— Surplua  of  lutoaaaoua  Vail  at 
— Curraot  Expenditure 
— Oraalofoaot  Expeodltur* 

—  Overall  Deficit 

—  (External  financing) 

—  (Doaaatlc  tonbant) 

—  (Sanilac  Sjata*) 

Hon«r  Supply  (alUlon  rupaaa) 

—  (XTlTr  cdp) 

Price  lodlcea  { Prf  1969-70-100) 

— ■C ooeunar  (pear -and ) 

— Yboleaal*  (/ear-end) 

Balance  of  Payatnta  (alLlloo  dollar*) 
Trade  Balance 
Export*,  f.o.b. 

(to  Unit  ad  Stataa ) 

Inporta,  f.o.b. 

(froa  United  Stataa) 

Sarvicae  (oat) 

Private  Tranefere  (net) 
of  wtilcB:  raalttancaa 
Curraat  Account  Balance 
Croat  Aid  Dlaburaaaaota 
Overall  Balance 
Ctaoge  In  Kaaerva* 

Total  Piaarvat  (year-etad) 

(in  vaaaa  of  lepart*) 

Deal  Stnrlca  Patio  • 

(•  at  percentage  of  all  currant  account 


ITT 

m 

FTT 

t  Ata|a 
over  rrt 

1979-80 

1980-81 

1981-82 

1980-81 

256  J9J 

302.388 

36».6>9 

13.6 

80.2 

82.6 

85.0 

2.9 

3.177 

3.661 

6.116 

12.6 

9.90 

9.90 

12.20 

-23.2 

7.0 

3.1 

3.6 

7.3 

6.1 

6.3 

6.7 

6.0 

3.0 

10.1 

9.9 

12.1 

1.8 

6.0 

5.6 

31.  3 

10.8 

29.9 

13.6 

16.2 

17.1 

U.l 

66.1 

6j.T 

86.6 

86.6 

86.8 

16.0 

16.3 

15.0 

m 

6.7 

6.3 

6  9 

m 

'18. 6 

60.3 

6:.. 2 

a* 

38.502 

67.002 

51.187 

8.9 

1.666 

2.019 

1.909 

-5.6 

32,826 

37.839 

66.656 

17.3 

21.805 

25.800 

27,000 

6.7 

-16.663 

-16.618 

-18.358 

23.6 

(6.951) 

(7.761) 

'6.350) 

-18.0 

!  1.6071 

(6,522) 

(6.561) 

65.1 

(6.305) 

(2.355) 

(5.667) 

131.1 

90.688 

103.526 

116.399 

10.5 

(38.3) 

(37.0) 

(35.0) 

311.8 

355.0 

396.0 

11.3 

316.7 

338.8 

393.6 

9.7 

-2.516 

-2.76$ 

-3.660 

26.6 

2.361 

2.798 

2.319 

-17.1 

(123) 

(162) 

(179) 

10.5 

-6.857 

-5,563 

-5.759 

3.5 

(527) 

(591) 

(699) 

-15.6 

-526 

-659 

-562 

18.1 

1.895 

2.233 

2.396 

7.2 

(l.(6j) 

(2,097) 

C.DOO) 

6.9 

-1,165 

-991 

-1.588 

60.2 

1,056 

956 

1.102 

15.3 

238 

126 

-571 

160.0 

159 

291 

-213 

_ 

968 

1.239 

1.C26 

-17.2 

8.2 

10.1 

8.2 

16.1 

r»c«iot« ) 

13.8 

16.0 

- 

c •’  State  Bank  Annual  Report  ,  1  ^8 1-82  and 
Cmhassy  Estimates 

TABLE  27 

PAKISTAN:  MU  OK  ECONOMi  .  INDICATORS 


)' 


THE  FORECAST  FOR  THE  PHILIPPINES 


The  prolonged  worldwide  recession  and  resultant  depressed 
commodity  prices  have  contributed  substantially  to  the  1979-82 
downturn  in  Philippine  economic  activity  and  the  progressive 
weakening  of  its  external  balance  of  payments  position.  Domesti¬ 
cally,  the  drop  in  export  commodity  prices  and  the  subsequent 
deterioration  in  the  terms  of  trade  have  adversely  affected  Phi¬ 
lippine  real  incomes,  producing  a  slowdown  in  GDP  growth  during 
1982  to  1.6  percent,  the  country's  lowest  growth  performance  in 
the  past  20  years.  Furthermore,  the  rise  in  the  Philippine  trade 
and  current  account  deficits  has  prompted  concerns  about  the 
country's  growing  external  debt  and  its  ability  to  meet  its  debt 
service  obligations.  The  need  to  restore  lender  and  investor 
confidence  and  forestall  a  possible  debt  rescheduling  has  ruled 
out  the  use  of  stimulatory  government  monetary  and  fiscal  poli¬ 
cies  to  counteract  sagging  domestic  demand,  and  has  prompted  the 
Philippine  Government  to  request  assistance  from  the  Interna¬ 
tional  Monetary  Fund  (IMF)  . 


To  qua!  ify  fo;  iM'-  • .  td  t ,  t> •' h  I  lip;-  -  •'  ••  •  'ito;  l-*8  3 

expenditures  ac*  os-,  the  board  for  all  minist:  In  .<  Iriition, 

19  3.5  public  capital  outlays  hove  been  cur  21  ,  •* .  t.  n  the 

exception  of  certain  infrastructure  projects ,  which  will  be  cut 
25  percent .  Tat  go-.-er  ament  has  a  iso  rmpotod  a  1  percent  ad 
v  a  l  o  r  em  fax  ov  ;  pot  '  and  pressed  its  demand  fo:  prepayment  of 
import  duties.  The  combined  expenditure  cut.  and  =>x  nt  oar  am  is 
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expected  to  reduce  the  government's  budget  deficit  from  about 
13.4  billion  pesos  (3.9  percent  of  GNP)  in  1982  to  about  9.4  bil¬ 
lion  pesos  (2.4  percent  of  GNP)  in  1983. 

For  the  short  term,  real  GDP  is  expected  to  rise  about  3.5 
percent  in  1983.  This  positive  growth  rate  will  be  due  to  an 
expected  increase  in  worldwide  demand  for  Philippine  primary  com¬ 
modity  exports.  Inflation  is  expected  to  rise  about  11.4  percent 
in  1983,  up  from  last  year's  estimated  9  percent.  The  upturn  in 
inflation,  after  two  consecutive  yearly  declines,  reflects,  in 
part,  administered  price  increases  for  diesel  fuel.  The  higher 
fuel  costs  are  unlikely  to  be  absorbed  by  the  manufacturing  sec¬ 
tor,  which  is  already  operating  under  severely  depressed  profit 
margins. 

The  Philippines  trade  deficit  is  expected  to  narrow  from  2.80 
billion  dollars  in  1982  to  2.58  billion  in  1983,  reflecting 
improvements  in  the  terms  of  trade  and  trade  volumes.  For  the 
year,  the  value  of  exports  is  expected  to  rise  14.5  percent  to 
5.68  billion  dollars,  while  the  value  of  imports  is  expected  to 
rise  a  more  modest  6.1  percent  to  8.26  billion. 

Over  the  period  1983-88,  the  Philippines  should  show  an 
improvement  in  its  external  balance  of  payments  position.  How¬ 
ever,  the  price  for  this  improvement  will  be  reduced  domestic 
capital  formation  and  lower  GDP  growth  than  would  otherwise  be 


possible  under  less  stringent  government  fiscal  and  monetary  pol¬ 
icies  and  import  restrictions.  GDP  is  expected  to  rise  an  aver¬ 
age  of  4.5  percent  between  1983  and  1989,  considerably  less  than 
the  average  annual  growth  rate  of  6.0  percent  during  the  1970s. 
The  marked  slowdown  in  growth  reflects,  in  part,  cutbacks  in  pub¬ 
lic  investment.  Inflation  is  expected  to  fluctuate  between  11 
and  13  percent  between  1982  and  1988.  While  the  Philippines  will 
benefit  from  lower  inflation  resulting  from  an  improved  outlook 
on  energy  and  a  further  abatement  of  inflationary  pressures 
abroad,  price  controls  on  agricultural  goods  and  fuels  may  have 
to  be  lifted  to  avoid  shortages,  particularly  in  the  manufactur¬ 
ing  sector. 

The  deterioration  in  Philippine  terms  of  trade  and  the 
related  rise  in  its  current  account  deficits  over  the  past  three 
years  have  caused  considerable  concern  about  the  growing  Philip¬ 
pine  external  debt  service  burden.  Aware  of  its  need  to  restore 
investor  confidence  and  to  improve  its  external  payments  posi¬ 
tion,  the  Phi  lippi.-ie  Government  has  r  equ-..:  -  a  r  ,-ta!  of  910  mil¬ 
lion  dollars  in  concessional  loans  and  £ .  cm  the  I MF  and 
the  World  Bank .  An  anticipated  improvemcr  :•  ■  •'  r. .  do;-'  .  or  ice- 
situation  would  be  the  highlight  of  Philippine  economic  perfor¬ 
mance  over  the  next  decade.  The  debt-service  ratio  was  approxi¬ 
mately  46  percent  m  1982.  During  the  period  1983-88,  fairly 
consistent  declines  are  expected,  falling  to  less  than  30  percent 


by  1988. 


The  U.S.  Government  portion  of  the  Philippines'  public  debt 
service  burden  is  relatively  small.  Total  U.S.  Government  assis¬ 
tance  loans,  including  FMS ,  Ex-Im  Bank,  Export  Credit,  and  PL- 
480,  will  amount  to  about  6.93  percent  of  total  Philippine  public 
debt  in  FY  1983.  If  no  new  foreign  loans  are  obtained,  debt  ser¬ 
vice  to  the  U.S.  Government  will  grow  to  about  12.8  percent  in 
1988. 

If  we  consider  both  public  and  private  debt,  the  U.S.  Govern¬ 
ment  share  of  the  Philippine  debt  service  burden  is  even  smaller. 
In  FY  1983,  the  U.S.  Government  share  of  Philippine  public  and 
private  debt  service  will  be  3.92  percent.  If  no  new  U.S. 

Government  loans  are  obtained,  this  share  will  grow  to  7.43  per- 
37 

cent  by  1988.  Details  are  provided  in  Table  28. 

In  FY  1903,  U.S.  FMS  loans  will  account  for  about  1.94  per¬ 
cent  of  the  Philippine  public  debt.  If  no  new  foreign  loans  are 
obtained,  FMS  debt  service  will  remain  less  than  2  percent  of 
total  public  debt  service.  If  we  consider  both  public  and 
private  debt,  FMS  accounts  for  an  even  smaller  percentage  of 
total  Philippine  debt  service.  Details  are  provided  in  Table  29. 


Loans 


!vuX,  a »j.ent  of  Defense,  U.S.  Treasury,  June  1983. 


TABf.K  2  9 

I’llll. HEINES:  M/VJOK  tXX^MU:  INniCA'rtiRS  Hj!  .. 


THE  FORECAST  FOR  SOMALIA 


Somalia  is  the  eighth  poorest  LDC  in  the  world  with  a  per 
capita  annual  income  level  of  80  dollars.  Economic  growth  during 
the  1970s  struggled  to  keep  pace  with  population  growth  as  high 
oil  prices,  drought  conditions,  armed  conflicts  with  Ethiopia, 
and  influxes  of  refugess  strained  the  country's  weak  economic 
capacity.  Economic  data  for  Somalia  are  unreliaable  since  it  has 
no  official  national  income  accounts.  However,  it  is  estimated 
that  real  output  in  1980  was  only  80  percent  of  the  peak  1972 
level.  Real  GDP  growth  estimated  for  1981  ranged  from  1  to  4 
percent.  One  speculative  estimate  for  1982  was  a  9.6  percent 
increase.  Price  information  is  limited  to  a  six-category  index 
compiled  for  only  the  Mogadishu  urban  area  where  price  pressures 
are  the  highest,  thus  probably  overstating  the  inflation  rate  of 
the  nation.  This  index  rose  by  23. S  percent  in  1979,  59.4  per¬ 
cent  in  1980,  44.3  percent  in  1981,  and  24  percent  in  1982. 

No  comprehensive  data  on  employment  exist  for  Somalia.  Over 
two-thirds  of  the  e  it  imaged  labor  force  of  1  mill  icn  in  197c  are 
engaged  in  the  a ;  o  ;  i  • .t.>;  ..  •  ’  - 1.~-  r.-.  . 

estimated  7  per  con  ■'  • •  «  encaged  in  fhr  iron  *  ,  !  cr:  o  2nd  .  1 

percent  1 1;  '.1.'  '  •  .  :c-  po.lo.  -  •...  •  i  ■  ...•  •  r  ]  < jy  :r  ; j  t 
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Livestock  exports  accounted  for  71  percent  of  export  earning 
in  1979,  77  percent  in  1980,  and  87  percent  in  1981.  The  main 
cash  crop  for  agriculture  is  bananas.  Other  crops  harvested  for 
domestic  consumption  include  maize,  sorghum,  oilseeds,  and  sugar 
cane.  Commercial  fishing  has  been  undertaken  for  several  years, 
but  Somalia's  fishery  resources  remain  significantly  unexploited. 
Somalia's  manufacturing  sector  is  very  small;  its  structure  is  a 
reflection  of  the  government's  desire  for  import  substitution  and 
export  industries  based  on  livestock  and  agricultural  products. 
The  most  important  import  substitution  industries  are  textiles 
and  sugar.  A  petroleum  refinery,  a  joint  venture  with  Iraq, 
began  processing  crude  oil  in  1979. 

Data  related  to  the  public  sector  are  also  fragmented  and 
difficult  to  interpret.  The  public  sector  consists  of  the  cen¬ 
tral  government,  15  regional,  53  district,  and  38  nonfinancial 
public  enterprise  entities,  although  the  overall  authority  is 
centralized.  The  central  government  deficit  as  a  percent  of 
overall  expenditures  was  44.6  percent  in  1979  and  38.2  percent  in 
1980.  Fiscal  policy  was  tightened  in  1981  and  as  a  result,  the 
overall  fiscal  deficit  decreased  to  30  percent  of  expenditure. 
Higher  levels  of  foreign  financing  helped  reduce  bank  financing 
to  one-third  of  the  overall  deficit.  A  continuation  of  fiscal 
restraint  reduced  the  deficit  to  about  26  percent  of  total 


central  government  expenditure  in  1982.  Net  foreign  financing, 
mainly  loans-in-k ind ,  are  expected  to  exceed  the  budget  deficit, 
resulting  in  a  net  contraction  of  credit  from  the  banking  system 
to  the  government  eqt  al  to  6  percent  of  total  credit  outstanding. 
Expansion  in  net  domestic  credit  rose  by  72  percent  in  1979. 
Monetary  authorities  were  able  to  restrict  the  expansion  of 
domestic  credit  to  31  percent  in  1980,  17  percent  in  1981  and  12 
percent  during  the  first  three-fourths  of  1982. 

Somalia's  balance  of  payments  has  been  structurally  weak  and 
extremely  dependent  on  foreign  grants  and  concessional  loans. 
Until  1978  the  current  account  pressures  on  the  country's  exter¬ 
nal  position  was  contained  by  sizable  inflows  of  official  aid, 
maintaining  the  overall  balance  of  payments  in  a  surplus  or  bal¬ 
anced  state.  Conditions  worsened  in  1979  when  the  current 
account  deficit  swelled  to  206  million  dollars,  and  the  overall 
balance  of  payments  turned  into  a  79  million  dollar  deficit. 

The  overall  ba i  r .  *.»  of  payments  recorded  a  deficit  of  28  mil¬ 
lion  dollars  in  and  the  currant  account  improved  witn 
livestock  export,  ar.d  f  ransfers  for  refugee  ass  stance .  by  1931, 
the  current  account  def  ic  i  t  improved  t  o  101  m  i  i  t  ton  du !  bus  and 
the  overall  balance  to  17  million  dollars.  Preliminary  1982  fig¬ 
ures  suggest  a  cm  < •  .r .  account  deficit  of  93  ns  .  1  ion  and  an 
o-.  f.-ral  1  balance  s'.  •  *  77  mill  '  on  dollars.  Th<»  current 
account  improved  du  s  ♦  recover  y  of  ex  per  is  ■  i  ng  from 


positive  weather  conditions  and  two  exchange  devaluations.  Saudi 
Arabia,  other  Gulf  countries,  and  Italy  account  for  87  percent  of 
its  exports.  Somalia's  sources  of  imports  are  diversified,  with 
Italy  accounting  for  IS  percent  and  the  U.S.  9  percent. 

Somalia's  disbursed  externa]  debt  rose  from  597  million  dol¬ 
lars  in  1979  to  720  million  dollars  in  1980,  902  million  dollars 
in  1981,  and  an  estimated  1040  million  dollars  at  the  end  of 
1982.  Debt  service  payments  amounted  to  27.6  million  dollars,  or 
14.0  percent  of  exports  in  1981,  23.3  million  dollars,  or  11.8 
percent  of  export  receipts  in  1982,  and  an  estimated  38.7  million 
dollars,  or  17.9  percent  debt  service  ratio  in  1983. 

The  U.S.  Government  portion  of  the  Somalian  public  debt  ser¬ 
vice  burden  is  estimated  to  be  3.8  percent  in  FY  1983.  U.S.  FMS 
loan  service  is  estimated  to  be  2.9  percent  of  public  debt  ser¬ 
vice  in  FY  1983.  Additional  details  are  provided  in  Table  30. 

Since  economic  reporting  systems  are  not  well  developed  in 
Somalia,  projections  are  more  difficult,  than  usual.  The  fact 
that  the  country  possesses  few  resources  on  which  to  base 
economic  development  is  undeniable.  A  considerable  portion  of 
the  country  is  semi-arid  and  vulnerable  to  frequent  and  prolonged 
droughts.  The  population  is  heavily  nomadic,  subsisting  on 
livestock  and  agriculture.  Manufacturing  is  nearly  non-existent. 
Some  exploratory  work  is  being  performed  along  the  coastline,  but 


it  is  unlikely  deposits  of  commercial  significance  exist.  In 
summary,  Somalia  will  likely  remain  an  economic  basket  case  in 


the  foreseeable  future. 
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THE  FORECAST  FOR  SOUTH  KOREA 


Depending  on  the  pace  of  the  recovery  of  the  U.S.  economy, 
South  Korea  is  expected  to  show  a  substantial  increase  in  exports 
during  late  1983.  Future  economic  growth  will  be  based  on  a  con¬ 
tinued  growth  in  construction  and  in  manufacturing  for  merchan¬ 
dise  exports.  However ,  the  current  low  level  of  plant  capacity 
utilization  will  impede  somewhat  an  expansion  in  private  invest¬ 
ment  until  the  export  recovery  is  underway.  Coupled  with  modera¬ 
tion  in  domestic  wage  demands  and  the  expected  stabilization  in 
benchmark  world  oil  prices,  the  South  Korean  GDP  is  expected  to 
grow  at  an  annual  rate  between  6.3  and  8.0  percent  over  the  next 
decade . 

The  short-term  forecast  calls  for  GDP  to  increase  about  6.3 
percent  in  1983,  paced  by  a  6.5  percent  increase  in  manufactur¬ 
ing,  primarily  for  the  export  market.  The  growth  of  merchandise 
exports  is  expected  to  exceed  10  percent  in  dollar  value,  com¬ 
pared  to  4.3  percent,  in  1982  .  Significantly,  the  1983  current 
account  deficit  i  r.  ,t  expected  to  chance  much  f  om  the  2  bil  lion 
dollar  levr,l  f  v '  '  '  .  'flat  i  or  vi  ;  o.v-  •  .  .  j  p<  recur  j  r, 
1982  to  6.5  per  mi  1983. 

Over  the  per  iod  1983-87,  Chase,  Wharton,  and  fire  DO P  antici¬ 
pate  an  annual  real  GDP  growth  of  about  7  to  3  percent.  Infla¬ 
tion  may  inc ..  198  .,  a:  the  economy  approaches  ful  l 
employment  capaci t ,  , 


a  no 


flatten 


rates  could  exceed  7 


H  per- 


cent  in  1984  and  beyond.  In  light  of  the  slower  growth  prospects 
for  imported  capital  goods  and  oil,  the  current  account  deficit 
is  expected  to  rise  to  about  3  to  4  percent  of  GD'y  by  1985. 
Given  the  somewhat  overvalued  position  of  the  won  and  the  contin¬ 
ued  desire  of  the  Korean  Government  and  business  to  improve 
international  competitiveness,  Chase  Econometrics  and  other  fore¬ 
casters  expect  the  won  to  depreciate  at  an  annual  rate  of  between 
5  to  10  percent  during  the  period  1983-87. 

Should  the  U.S.  recovery  fail  to  materialize,  or  if  the 
recovery  precipitates  another  sharp  increase  in  market  interest 
rates,  the  downside  risk  for  South  Korea  would  be  substantial. 
On  the  other  hand,  the  U.S.  market  for  South  Korean  imports  could 
expand  at  a  faster  pace,  which  would  result  in  increased  growth 
rate  for  South  Korean  GDP  and  possibly  a  higher  rate  of  infla¬ 
tion  . 

The  Korean  Government's  monetary  and  fiscal  policies  for 
1983-84  are  moderately  stimulative  compared  to  the  relatively 
austere  policies  pursued  during  1979-82.  The  change  reflects: 
(1)  growing  domestic  concerns  over  rising  unemployment  and 
underemployment;  (2)  the  increased  policy  latitude  that  recent 
declines  in  U.S.  interest  rates  provide;  (3)  conviction  that 
inflationary  pressures  and  current-account  imbalances  have  been 
significantly  reduced;  and  (4)  increasing  confidence  that  the 
world  economy  will  emerge  from  recession. 
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In  terms  of  fiscal  policy,  the  Korean  National  Assembly 
recently  passed  a  1983  budget  that  anticipated  a  346.7  billion 
won  deficit,  the  first  planned  deficit  on  record.  Total  spending 
is  projected  at  10.4  trillion  won,  which  is  11.8  percent  higher 
than  the  original  and  supplementary  appropriations  for  1982.  Of 
that  total,  3.4  trillion  won,  or  33  percent,  is  slated  for 
defense.  On  the  revenue  side,  reduced  taxes  are  expected,  espe¬ 
cially  for  corporations.  Income  tax  rates  for  companies  listed 
on  the  Seoul  Stock  Exchange  are  to  decline  from  33  percent  to  30 
percent,  while  the  rate  for  unlisted  companies  will  fall  from  38 
percent  to  30  percent.  In  addition,  a  government  proposal  to 
lower  personal  tax  rates  has  been  modified  to  provide  fewer  bene¬ 
fits  for  higher-income  brackets,  and  relatively  more  for  middle- 
and  low-income  groups. 

One  of  the  most  important  developments  of  1982  proved  to  be  a 
significant  reduction  in  the  deficit  on  the  current  account  of 
the  balance  of  payments.  Despite  the  comparatively  poor  export 
performance,  '  mr.  ■  *•  '  contracted  sharply,  .  •  r  It  ■  t  i  ng  ’.he  general 
slowdown  in  the  economy,  lower  demo  no  *r  .  '  .  on  -?r  pi  for 

petroleum  croc...-.  .  ,  and  the  im;  •*  f  -  ■  i  ’  lion 

undertaken  during  1981  and  early  1982.  In  addition ,  the  net  ser¬ 
vices  balance  was  greatly  ass is  tec  by  the  decline  : n  U.S. 
interest  rate.  ,  •  a.  ;  -..alar  ly  Jur  ii  3  !  =  •?  .  ..c:cr:d  bait  ~.f  >  S  .  2 ,  and 
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In  1982,  Korea  was  able  to  reduce  its  external  funds  requir- 
ments  to  about  5  billion  dollars,  obtained  through  a  mix  of  offi¬ 
cial  and  commercial  loans  and  supplier  credits.  Short-term 
foreign  obligations  were  reduced  by  nearly  500  million  dollars  to 
less  than  4  billion.  A  major  factor  was  the  reduction  in  domes¬ 
tic  interest  rates  late  last  June,  which  prompted  many  borrowers 
to  repay  their  costly  foreign  borrowings  with  less  expensive 
domestic  borrowings. 

Korea's  outstanding  foreign  debt  is  estimated  at  34  billion 
dollars,  including  short-term  obligations,  or  more  than  52  per¬ 
cent  of  GDP.  The  debt-service  ratio  has  risen  in  the  last  two 
years  to  about  17  percent,  due  in  large  part  to  the  weakness  of 
exports,  but  seems  likely  to  fall  back  below  15  percent  as  export 
growth  rebounds  and  the  average  level  of  interest  rates  continues 
to  decline.  Tables  31  through  33  provide  additional  details. 

The  U.S.  Government  portion  of  the  Korean  debt  service  burden 
is  relativelyl  small.  Total  U.S.  Government  assistance  loans, 
including  FMS ,  Ex-lm  Bank,  Export  Credit,  and  PL-480  will  amount 
to  about  11.4  percent  of  total  Korean  foreign  debt  service  in 
Fiscal  Year  (FY)  1983.  If  no  new  loans  are  obtained,  debt  ser¬ 
vice  to  the  U.S.  Government  will  grow  to  about  16  percent  of  the 
total  in  1987,  and  will  drop  to  about  14.1  percent  in  1988.^ 


In  FY  1983  ,  U.S.  FMS  loan s  will  account  for  about  5.9  percent 


of  Korea's  total  foreign  debt  service.  If  no  new  foreign  loans 
are  obtained,  FMS  debt  service  will  drop  to  about  5.2  percent  of 
the  total  in  1984,  then  drop  to  4.3  percent  in  1985.  The  percen¬ 
tage  will  continue  to  drop  in  subsequent  years  if  no  new  FMS 

401 

loans  are  obtained.  Forecasted  Korean  debt  service  figures 

are  provided  in  Table  31. 
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TABI.F.  33 

SOUTH  KOREA:  QAIANCE  Oi'  fAYMEUTS  FORECAST  (1) 


FISCAL,  Vfcftft 


THE  FORECAST  FOR  SUDAN 


Sudan's  current  economic  situation  was  succinctly  summarized 
in  a  National  Advisory  Council  document  dated  January  5,  1983: 

Sudan's  debt  situation  is  unlike  any  found  by 
official  creditors  since  the  second  World  War.  Debt- 
service  obligations  to  external  creditors  in  1983  and 
beyond  greatly  exceed  the  capacity  of  the  economy  to 
generate  foreign  exchange--even  under  the  most  optimis¬ 
tic  of  assumptions  about  Sudanese  adjustment  efforts 
and  the  external  economic  environment. 

Real  GDP  fell  during  the  past  four  years,  led  by  a  serious 
decline  in  agricultural  production  in  the  irrigated  agricultural 
sector.  Production  of  most  key  crops  in  1983  declined  as  a 
result  of  below  normal  rainfall.  Sudan  also  suffers  from  an 
inadequate  supply  of  electricity,  a  problem  unlikely  to  be  •  Ived 
before  late  in  1984  or  early  in  1985.  Human  resource.'  <  i . r  mue 
to  be  drained  away  by  oil-rich  Arab  countries,  a  3  though  •  he :  * 
remittances  are  a  welcome  source  of  foreign  cur  r  erey  >•  ,  <  ;<  . 

Inflation  moderated  slightly  from  a  1981  level  of  40  per.en*  to 
35  percent  in  1982. 

Sudan  s  ir‘  ,  t  ~  ..  v  ‘  j  ■  4  ■  ~  *  ;  : 

rising  costs  of  ,  m  or  tr,  coupo-ri  with  d.-  .  .  > ,  i 

caused  by  uno •  ■.  ,y  •  ,  w  ;• ,  • 

development  plan?  ha  -e  A  >r  h  rr  than  i  .  c  c  o  i  r:  } 
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costly,  ill-conceived  industrial  projects. 

Agriculture  is  the  dominant  sector  of  the  economy,  accounting 
for  40  percent  of  Sudanis  gross  domestic  product,  half  of  its 
export  earnings,  and  two-thirds  of  its  labor  force.  Cotton 
remains  the  leading  cash  crop  followed  by  sesame,  groundnuts,  and 
gum  arabic.  Sudan's  small  industrial  sector  consists  mainly  of 
the  processing  of  agricultural  products.  Productivity  declines 
have  resulted  from  power  outages,  labor  shortages,  political 
unrest,  and  lack  of  spare  parts.  Chevron's  discovery  of  oil  in 
1979  and  subsequent  successful  drilling  operations  have  justified 
the  construction  of  a  pipeline  for  oil  exportation.  Major  export 
trading  partners  are  Saudi  Arabia,  the  PRC,  Italy,  the  U.S.,  and 
the  U.S.S.R.  Major  countries  from  which  imports  are  purchased 
are  Saudi  Arabia,  the  U.K.,  the  U.S.,  Germany,  and  France. 

Public  sector  bel t-t lghtening  occurred  in  1981  and  1982, 
including  the  elimination  of  subsidies  on  consumer  goods.  As  a 
result,  the  budget  deficit  as  a  percentage  of  GDP  declined  from 
II  percent  in  1981  to  8  percent  in  1982  and  a  projected  7  percent 
in  1  983.  This  also  he!  >od  reduce  the  rate  of  monetary  expans  ion 
from  50  percent  in  1981  to  27  percent  in  1982.  As  suggested  ear¬ 
lier,  Sudan's  external  sector  is  particularly  critical.  During 
the  1970s,  imports  increased  at  an  annual  rate  of  4.5  percent 
while  exports  fell  by  a  similar  rate  of  4.4  percent  per  year. 
The  current  account  deficit  ■  .elled  from  458  million  dollar:,  in 


1978  to  788  million  dollars  in  1981  and  943  million  in  1  982. 


Similarly,  the  overall  balance  of  payments  deficit  grew  rapidly 
from  74.6  million  dollars  in  1980  to  518  million  in  1982. 

Sudan's  foreign  debt  burden  was  estimated  to  be  8  billion 
dollars  in  1982,  as  declines  in  foreign  assistance  in  the  late 
1970s  combined  with  the  adverse  trade  conditions  made  it  impossi¬ 
ble  for  Sudan  to  pay  foreign  obligations.  Conditions  became  par¬ 
ticularly  tense  in  July  1982  when  the  IMF  suspended  a  standby 
agreement  for  covering  the  1982  payments  gap.  The  country's  cap¬ 
ital  plant,  particularly  the  transportation  sector,  continued  to 
deteriorate  and  vital  imports  such  as  pharmaceut  i  ca  1  s ,  pesti¬ 
cides,  and  fuels  were  in  short  supply.  The  January  1983  IMF 
standby  agreement  and  February  1983  debt  rescheduling  agreement 
have  reduced  the  immediate  threat  of  Sudanese  do' uul t  .  Western 
governments  were  particularly  generous  in  agree :  ng  to  a  six -year 
grace  period  during  which  only  50  percent  or  the  interest,  due 
must  be  paid.  3-:  dan  has  been  attempting  &  mm  i  c  t  e?!che<iu  i  ing 
a  i  r  a  1 1  g  e  m  n _ ; 1  •  ■  '  .  .  ,  - 1  ■  .  o  e  ■  i 

c r nd  i  tor:*  . 
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In  sum,  the  --conomic  future  for  Sudan  is  very  bleak.  The 
government  will  be  required  to  continue  unpopular  austerity  meas¬ 
ures  to  improve  its  poor  international  credit  rating  and  in  order 
to  continue  to  receive  IMF  assistance.  The  nation's  agricultural 
oroblems  are  not  likely  to  vanish  quickly.  Sudan's  oil  reserve:; 
will  not  provide  returns  until  the  last  half  of  the  1980s.  Her 
shortfall  in  trained  manpower  is  not  likely  to  improve  an  a  near- 
bankrupt  country  finds  it  difficult  to  compete  for  skilled  labor. 
The  tremendously  inadequate  tr  isportati'  .  system  exacerbates 
development  efforts.  The  physical  infrastructure  for  production 
remains  exceedingly  import-dependent.  Sudan's  economic  mobility 
is  clearly  linked  to  the  tolerance  level  of  the  IMF  and  the  con¬ 
tinued  generosity  of  her  credit  allies.41 
vice  are  provided  in  Table  34. 
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THE  FORECAST  FOR  THAILAND 


Thailand  will  show  moderate  growth  in  economic  activity  in 
1983-84.  The  stabilization  of  inventories,  falling  interest 
rates,  moderation  in  import  resource  prices  (including  oil),  and 
an  upturn  in  the  prices  of  commodity  exports  all  indicate 
moderate  growth  in  GDP.  The  short-term  forecast  calls  for  real 
GDP  to  increase  by  5.5  percent  in  1983,  which  follows  a  1982 
increase  of  4.5  percent.  Inflation  is  expected  to  occur  at  8.0 
percent,  which  is  somewhat  higher  than  the  rate  in  1982  (5.8  per¬ 
cent),  but  lower  than  the  rate  in  1981  (13.0  percent). 

Thai  Government  policy  has  been  redirected  from  fighting  inf¬ 
lation  to  facilitating  an  upswing  in  economic  activity.  The  Bank 
of  Thailand  has  recently  encouraged  easier  borrowing  conditions 
by  cutting  its  first  and  second  tier  discount  rates.  Currently 
at  about  12.5  percent,  the  first-tier  rate  has  fallen  by  about  2 
points  since  July  1982,  outpacing  the  slowdown  in  consumer  price 
inflation.  Real  interest  rates  still  appear  Lo  be  quite  high, 
and  structural  i«c  f  •;  In  the  banking  system  ,e  .  ~  required  pur¬ 
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On  the  fiscal  side,  the  FY  1982-83  budget  was  a  compromise-- 
neither  as  restrained  as  many  had  guessed  nor  as  expansionary  as 
in  the  early  1970s.  The  government  attempted  to  balance  greater 
debt  service  liabilities,  development  and  social  priorities, 
security  issues,  and  budgetary  support  for  economic  recovery. 
The  result  was  a  spending  plan  with  total  outlays  (including 
those  to  be  financed  off-budget)  rising  by  about  8  or  9  percent 
in  real  terms  compared  to  1981-82.  Real  investment  showed  little 
or  no  real  gain,  and  government  borrowing  increased  by  about  20 
percent.  Debt  service,  moreover,  was  set  to  claim  a  greater  pro¬ 
portion  of  budgetary  resources,  while  government  owned  public 
utilities  obtained  less.  Many  state  enterprises  received  no 
direct  budgetary  allocations,  but  increased  their  direct  borrow¬ 
ing  from  the  World  Bank. 

On  world  markets,  imports  are  expected  to  increase  about  12 
percent  in  1983,  reflecting  declining  interest  rates  and  an  over¬ 
valued  baht;  however,  domestic  demand  for  imports  is  expected  to 
remain  somewhat  sluggish  due  to  relatively  low  consumer  incomes 
and  low  levels  of  business  investment.  Exports  will  rise  about 
11  percent  due  to  increased  world  demand  for  rubber,  tin,  maize, 
tapioca,  and  rice,  which  are  major  Thai  exports. 

The  chronic  trade  deficit  is  likely  to  widen  to  about  2.1 
billion  dollars  compared  to  an  estimated  1.8  billion  in  1982. 
Estimated  interest  payments  of  400  million  dollars  due  in  1983  on 


Thailand's  increasing  puolic  and  guaranteed  external  debt  should 
combine  with  a  deeper  trade  deficit  to  push  the  current  account 
further  out  of  balance.  The  projected  2.5  billion  dollar  current 
account  deficit,  about  5.7  percent  of  GDP,  should  present  a 
lighter  burden  on  the  economy  than  in  1979-80,  and  should  result 
in  total  borrowing  by  the  economy  of  about  3  billion  dollars, 
with  some  two-thirds  coming  from  commercial  markets.  This  total 
includes  borrowings  to  increase  reserves  to  a  minimum  of  three 
months'  coverage  of  total  imports  of  goods  and  services.  This 
amount,  projected  at  700  million  dollars  annually,  could  easily 
be  covered  by  Thailand's  reserves  of  gold,  if  necessary. 

In  terms  of  foreign  financing,  Thailand  is  likely  to  be  among 
the  beneficiaries  of  the  global  reallocation  of  lending  away  from 
troubled  borrowers  elsewhere.  Two  further  external  parameters 
should  also  be  of  some  importance:  on  the  negative  side,  Thai¬ 
land  has  very  little  flexibility  in  managing  its  trade  in  tapioca 
(used  for  animal  feed)  with  the  EEC,  and,  on  the  plus  side,  a 
reportedly  <.  :  c .  .  i.  i  s  .  '  ‘  i-'  .  *■  :  ;  ■  ‘  ■  ’o.iarly 
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development  of  basic  infrastructure  and  technology  in  agricul¬ 
ture.  It  will  attempt  to  increase  labor  productivity  and  the 
availabili*-v  and  efficiency  of  transport,  storage,  and  marketing 
facilities.  These  efforts  will  become  increasingly  important  due 
to  the  narrowed  scope  for  growth  as  a  result  of  enlarging  the 
amount  of  land  under  cultivation.  On  balance,  a  favorable,  if 
currently  more  conservative,  outlook  for  commodity  prices  and  the 
government's  balanced  approach  to  development  planning  should  be 
sufficient  to  maintain  an  avera.;  annual  owth  of  the  agricul¬ 
tural  sector  at  between  3  and  4  percent  for  the  period  1983-88. 

Against  the  backdrop  of  moderate  growth  in  agriculture, 
Thailand's  industrial  sector  is  expected  to  lead  other  sectors  in 
terms  of  creating  new  jobs  and  increasing  productivity.  Struc¬ 
tural  adjustments  will  follow  from  continued  emphasis  on 
privately  financed,  internationally  competitive  industry.  Previ¬ 
ously  protected  import-substituting  industries  will  give  way  to 
more  labor-intensive,  export-oriented  industries.  Not  strictly 
following  this  pattern,  natural  gas-based  industrial  development 
holds  out  the  potential  for  efficient  growth,  given  tn<- 
government's  intention  to  reserve  most  of  the  envisioned  natural 
gas  productive  capacity  for  private  development.  The 
government's  role  in  the  process  will  center  on  providing  neces¬ 
sary  infrastructure  such  as  utilities,  transport,  port,  pipeline, 
and  necessary  linkages  in  t.v::  chain  of  industrial  growth  and 
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articulation.  Given  the  scope  for  remunerative  private  activity 
to  follow,  the  long-term  social  payback  on  the  investment  would 
appear  to  be  competitive  with  alternative  government  investments, 
for  example,  in  agriculture. 

In  terms  of  the  balance  of  payments,  the  current  account 
deficit  increased  as  a  share  of  GDP  from  4  percent  in  1975  to  5 
percent  in  1978  and  is  expected  to  be  about  6  percent  in  1983. 
As  previously  noted,  this  increase  in  the  deficit  is  due  in  large 
part  to  foreign  borrowing  for  infrastructure  investment;  the 
deficit  is  not  a  simple  function  of  import  oil  price  increases 
and  falling  export  commodity  prices. 

The  current  Thai  Government  will  continue  to  encourage 
private  domestic  as  well  as  private  foreign  capital  investment. 
Given  the  limited  prospects  for  expanding  domestic  savings  in  the 
short-term,  the  flow  of  private  investment  capital  will  continue 
to  be,  for  the  period  1983-88,  heavily  dependent  upon  foreign 
sources . 
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The  U.S.  Government  portion  of  Thailand's  foreign  debt  ser¬ 
vice  burden  is  relatively  small.  Total  U.S.  Government  assis¬ 
tance  loans,  including  FMS ,  AID,  Ex-Im  Bank,  Export  Credit,  and 
PL-480  will  am  mnt  to  about  3.95  percent  of  total  Thai  foreign 
debt  service  in  FY  1983.  If  no  new  foreign  loans  are  obtained, 
debt  service  to  ‘-.he  U.S.  Government  will  grow  to  about  4.9  per¬ 
cent  of  the  total  in  1988.^  Details  are  provided  in  Tables  35, 
36,  and  37. 

In  FY  1983  ,  U.S.  FMS  loans  w:  11  account  for  about  1.94  per¬ 
cent  of  Thailand's  total  foreign  debt  service.  If  no  new  foreign 
loans  are  obtained,  FMS  debt  service  will  grow  to  about  2.6  per¬ 
cent  in  1988. 

Forecasted  Thai  debt  service  ratios  are  expected  to  rise  from 
6.6  percent  in  1983  to  7.7  percent  in  1984  ,  then  level  off  at 
about  7.2  and  7.4  percent  for  1985  through  1987.  The  debt  ser¬ 
vice  ratio  for  Thailand  is  particularly  sensitive  to  interest 
rates,  world  oil  prices,  and  Thai  export  commodity  prices.4^ 
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THE  FORECAST  FOR  TUNISIA 


Over  the  past  ten  years,  Tunisia's  real  GDP  has  increased  at 
an  average  annual  rate  of  6.6  percent.  The  positive  performance 
of  domestic  macroeconomic  variables  has  contributed  to  a  rela¬ 
tively  high  level  of  socioeconomic  development  in  this  Arabic 
country,  located  in  Northern  Africa.  In  1980,  GNP  per  capita  was 
$1,310,  compared  to  the  $600  average  for  other  African  countries, 
excluding  Libya.  Moreover,  the  adult  literacy  rate  of  62  percent 
and  life  expectancy  of  60  years  are  also  much  higher  than  the 
norm  for  other  countries  in  the  region. 

Tunisia's  rich  natural  resources  have  been  a  major  factor 
behind  the  country's  high  level  of  development  and  strong 
economic  performance  during  the  last  decade.  The  country  not 
only  has  substantial  phosphate  and  petroleum  reserves,  but  also 
produces  olive  oil  and  other  agricultural  commodities.  In  addi¬ 
tion,  export  capabilities  in  textiles,  leather  products,  and 
mechanical-elect:  .  goods  refine-  the  •  ?-■;  f  t  he  ir, .  • .  d  .  - 
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order  to  improve  the  efficiency  of  the  allocation  of  resources;, 
the  government  sougnt  to  reduce  the  state's  role  in  the  economy. 


In  order  to  maintain  low  inflation,  however,  Tunisia  has 
maintained  low  price1  for  basic  foods  and  fuels  through  a  complex 
system  of  price  controls  and  subsidies.  In  addition  to  causing 
economic  distortions  and  recent  social  disturbances,  these  expen¬ 
ditures  on  subsidies  have  represented  a  major  drain  on  the 
government  budget,  amounting  to  over  10  percent  of  current  spend- 
i  ng  . 


Along  with  the  problems  associated  with  price  controls  and 
subsidies,  Tunisia  presently  faces  a  number  of  economic  issues 
which  the  country  needs  to  resolve  if  it  is  to  continue  its  pat¬ 
tern  of  stable  growth  and  development: 

Tunisia's  chief  socioeconomic  problem  is  high  unemploy¬ 
ment.  According  to  official  figures,  the  unemployment 
rate  last  year  was  12.9  percent,  but  unofficial  esti¬ 
mates  place  the  rate  of  20  percent,  with  40  percent 
unemployment  among  males  aged  16  to  18. 

Between  1977  and  1981,  agricultural  production  declined 
at  an  average  annual  rate  of  1.4  percent.  The  agricul¬ 
tural  sector,  which  employs  35  percent  of  the  workforce 
and  accounts  for  8.6  percent  of  exports  of  goods  and 
services,  is  very  important  to  the  economy. 

Despite  25.9  percent  average  annual  growth  of  exports 
over  the  past  decade,  the  balance  of  trade  deficit  has 
steadily  widened,,,  from  $140  million  in  1972  to  $1.1 
billion  in  1981. 


In  1982,  real  GDP  growth  slowed  to  3.4  percent,  reflecting  a 
decline  in  petroleum  export  revenues  stemming  from  reduced 


domestic  production  and  the  8.7  percent  decline  in  world  prices. 
In  addition,  phosphate  revenues  and  tourism  were  also  depressed, 
while  a  38  percent  drop  in  olive  oil  production  resulted  in  stag¬ 
nant  agricultural  growth.  Investment,  however,  expanded  10  per¬ 
cent,  facilitated  by  the  growing  role  of  joint  development  banks 
with  such  Arab  countries  as  Saudi  Arabia,  Kuwait,  and  Algeria. 

The  increase  in  the  current  account  deficit  resulted  pri¬ 
marily  from  continued  deterioration  in  Tunisia's  terms  of  trade. 
Petroleum  prices  declined  8.7  percent,  while  phosphate  prices 
were  stagnant  in  1982.  In  response,  the  government  has  been 
attempting  to  restrain  the  growth  of  imports  through  controls  on 
the  availability  of  foreign  exchange  for  nonfood  consumer  goods 
and  through  measures  to  reduce  consumption  through  the  encourage¬ 
ment  of  savings  and  restrictions  on  consumer  credit.  However, 
due  to  the  reduction  in  expoi r  growth,  the  balance  of  trade  defi¬ 
cit  widened  to  1.1  billion  in  1981  to  1.4  billion  in  1982. 

The  Tuni  •  i  .  .  -onomy  w  i  Vi  have  m  i  >  ?•<  ’  ■  Vt-  in  '991. 
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financial  (balance  of  payments  and  government  budget)  side. 

The  trade  deficit  through  July  1983  was  up  25  percent.  If 
this  trend  continues,  the  total  deficit  for  the  year  would  be  1.2 
to  1.4  billion  doll?  -s,  with  weakened  tourism  earnings  and  worker 
remittances  below  the  hoped  for  levels.  There  will  be  a  need  for 
external  credit  to  finance  balance  of  payments  deficits.  This  is 
reflected  by  the  government's  efforts  to  maximize  use  of  U.S. 
blended  credit  for  grain  pur chases- -more  usually  a  cash  transac¬ 
tion.  Also,  the  government  has  recently  approached  banks  for  a 
120  million  dollar  credit.  Tunisia's  credit  rating  remains 
strong  and  there  should  be  no  problem  in  getting  this  loan  at 
favorable  terms.  (Some  visiting  U.S.  bankers  have  recently  told 
the  American  Embassy  officials  that  Tunisia  should  still  be  able 
to  borrow  at  their  banks'  internally  set  minimum  lending  rates.) 

In  a  recent  assessment  of  the  Tunisian  economy,  Banque  Cen- 
trale  de  Tunis : u  has  waned  of  the  painful  consequences  of  exces¬ 
sive  national  debt,  especially  foreign  held  debt,  and  recommended 
self-reliance.  It  nas  also  called  fcL  "more  rigour"  in  exploit¬ 
ing  resources  and  t  igbter  '■-u  rve  i  1  lance  of  foreign  operations  to 
avoid  an  "unjustified  hemorrhage"  of  foreign  exchange.  The 
recommendations  are  contained  in  thr*i  r  1982  annual  report,  pub¬ 
lished  in  August,  1981.  The  report  suggests  manufacturing  and 
export  diversification,  and  measures  to  encourage  private1  busi¬ 
ness  to  reinvest  and  -crease  export  offs. ;  .  Th< 
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recommendations  follow  up  a  general  survey  of  1982  economic  dif¬ 
ficulties.  The  survey  said  1982  growth  failed  to  reach  either 
planned  targets  or  previous  levels.  This  was  because  of  the 
world  economic  crisis,  lower  output — and  prices — of  Tunisia's 
chief  exports,  oil  and  phosphates,  and  poor  crops  following  bad 
weather.  Manufacturing  slowed  down.  The  net  result  was  lower 
foreign  exchange  revenues  and  deteriorating  terms  of  trade. 
Domestic  consumption  had  flourished  unchecked,  fueling  inflation, 
but,  because  capital  inflows  outweighed  the  current  account  defi¬ 
cit,  an  overall  payments  surplus  was  maintained  for  the  fifth 
consecutive  year,  "weak"  though  it  was.  The  central  bank  said 
that,  although  healthier  economic  activity  might  eventually 
resume,  the  immediate  outlook  was  bleak. 

Table  38  gives  a  current  picture  of  the  Tunisian  economy, 
while  Table  39  provides  forecast  figures  of  future  performance. 
If  world  conditions  continue  to  improve,  1984  should  be  a  year  of 
solid  economic  performance. 

Tunisia  presently  has  a  public  external  debt  of  $3.5  billion, 
the  equivalent  of  slightly  over  30  percent  of  annual  GDP.  The 
debt  service  to  exports  ratio  is  12.3  percent  and,  according  to 
official  plans,  this  measure  will  increase  to  15  percent  by  the 
middle  of  the  decade.  As  a  consequence  of  the  relatively  small 
debt  burden  of  the  country,  foreign  borrowing  is  expected  to 
remain  a  viable  option  for  financing  growth  during  the  forecast 


period.  As  Table  40  shows,  FMS  financing  costs  are  a  very  small 
part  of  total  debt  service. 

The  major  factor  affecting  the  forecast  of  the  Tunisian  econ¬ 
omy  concerns  the  future  path  of  world  oil  prices  and  domestic 
petroleum  production.  More  positive  trends  for  either  of  these 
variables  would  result  in  much  stronger  growth  prospects  than 
presently  expected.  In  turn,  more  negative  trends  could  result 
in  slower  growth  and  possibly  some  political  risk,  relating  to 
the  probable  exacerbation  of  the  country's  unemployment  problem 
stemming  from  reduced  economic  activity. 
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BILLIONS  OF 

1972  DINARS 

'  GROSs  DOMESTIC  PROD. 

1  .  565 

1  .684 

1  .798 

1.915 

1 .980 

2.000 

2.126 

]  %  CHANGE 

8.3 

7.6 

6.8 

6.5 

3.4 

1.0 

6.3 

!_v 

EXTERNAL  SECTOR 

(BILL. 

U.S.  $) 

TOTAL  export: 

0.927 

1  .  538 

1.805 

2.480 

2.753 

3.086 

3.8  17 

%  change 

19.5 

65.9 

17.4 

37.4 

11.0 

12.1 

23.7 

'm  TOTAL  IMPORTS 

1  .776 

2.467 

2 .862 

3 .627 

4.175 

4.830 

5 .632 

■  %  CHANGE 

10.7 

38.9 

16.0 

26.7 

15.1 

15.7 

16.6 

;  TRADE  BALANCE 

-0 . 849 

-0.929 

-1.057 

-1.147 

-1 .422 

-1.744 

-1.815 

CURRENT  ACCOUNT  BAL. 

-0.477 

-0.306 

-0.324 

-0.639 

-1.122 

-1.344 

-1.315 

PRICES  AND 

POPULATION 

5  POPULATION -THOU. 

6080 

6240 

6370 

6510 

6653 

6800 

6949 

%  CHANGE 

2.5 

2.6 

2.1 

2.2 

2.2 

2.2 

2  .  2 

%  CHANGE  CPI 

5.3 

7.8 

10.0 

8.9 

12.9 

14.0 

14.5 

EXCHANGE  RATE 

(NCU/S) 

0.42 

0.41 

0.41 

0.49 

0.61 

0.68 

0.75 

r 

85 

86 

87 

88 

89 

90 

91 

‘  • 

BILLIONS  OF 

1972  DINARS 

S 

GROSS  DOMESTIC  PROD. 

2  .  264 

2  .382 

2.501 

2 .621 

2.747 

2.876 

3.011 

%  CHANGE 

6.5 

5  .  2 

5.0 

4.8 

4.8 

4.7 

4.7 

*4  •* 

EXTERNAL  SECTOR 

(BILL. 

U.S.  S) 

j|  TOTAL  EXPORTS 

4.672 

5.691 

6.926 

8.318 

9.956 

1 1 .808 

13.851 

■  w0  CHANGE 

22  -4 

21  .3 

21  .7 

20  .  1 

19.7 

18.6 

17.3 

TOTAL  IMPORTS 

6.617 

7 . 802 

«  .035 

10.363 

11.803 

13.432 

15.272 

%  CHANGE 

17.5 

17.9 

-.5.8 

1-1.7 

13.0 

13.8 

13.7 

TRADE  BALANCE 

-  1  .946 

-2.111 

-  .  10  ? 

-  4  '  *4  y 

1.347 
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THE  FORECAST  FOR  TURKEY 


Turkey's  real  GDP  growth  rate  will  average  less  than  5  per¬ 
cent  per  annum  over  the  1981-91  decade.  This  forecast  assumes 
that  world  economic  activity  will  show  a  general  improvement 
beginning  in  1983-84,  and  improvement  will  continue  for  the 
remainder  of  the  decade.  Also,  the  forecast  assumes  that  Turkish 
goods  and  services  will  remain  competitive  on  world  markets,  that 
commercial  foreign  credit  will  continue  to  be  available  to  the 
Turkish  Government  and  to  industry,  and  that  current  government 
price,  wage,  and  interest  controls  will  be  dismantled  in  the 
1983-84  time  frame. 

The  Turkish  economy  suffers  from  four  major  structural  prob¬ 
lems:  a  higher  rate  of  labor  force  growth  compared  to  the  rate 
of  new  job  creation,  a  relatively  low  proportion  of  the  labor 
force  employed  in  domestic  industry,  a  high  rate  of  foreign  bor¬ 
rowing,  and  finally,  a  chronic  deficit  in  the  balance  of  trade. 

Over  the  past  20  years,  the  Turkish  population  has  increased 
at  an  average  rat*  of  2.5  percent,  annually.  Consequent!/,  the 
labor  force  has  continued  to  increase  by  about  500  thousand  work¬ 
ers  per  year.  However,  the  Tur Kish  economy  has  tv*,  ted  only 
about  200  thousand  new  jobs  per  year.  The  result  is  a  chronic 
and  increasing  unemployment  problem.  This  problem  has  been 
alleviated  somewhat  over  the  past  decade  by  a  neat  record  migra¬ 
tion  of  Turkish  workers  to  more  industrialized  European  coun- 
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tries.  However,  many  of  these  expatriate  workers  were  forced  to 
return  home  during  the  1980-81  European  recession,  which  worsened 
the  domestic  unemployment  problem  and  added  to  domestic  labor 
unrest . 

During  the  period  1975-82,  the  chronic  Turkish  balance  of 
payments  deficit,  the  relatively  low  rate  of  domestic  savings 
compared  o  domestic  investment,  and  the  low  level  of  private 
foreign  investment  led  to  an  increased  dependence  on  foreign  bor¬ 
rowing  and  an  ever  increasing  debt  service  ratio.  This  situation 
was,  of  course,  exacerbated  by  the  sharp  rise  in  imported  oil 
prices  during  the  same  period. 

Turkey's  recent  economic  problems:  recession,  a  balance  of 
payment  deficit,  and  a  high  rate  of  inflation,  were  in  part  due 
to  the  Turkish  Government's  reliance  on  a  policy  of  rapid  domes¬ 
tic  economic  growth.  In  spite  of  the  world-wide  recession,  bal¬ 
ance  of  payments  problems,  and  increasing  foreign  debt,  the 
government  continued  to  maintain  high  levels  of  government  expen¬ 
diture,  large  annual  budget  deficits,  and  an  ever  expanding  money 
supply.  Internal  demand  rose  rapidly  as  a  result  of  large 
increases  in  public  consumption  and  development  investment,  the 
budget  deficit  as  a  percent  of  GDP  increased,  and  inflation 
increased  to  about  30  percent  in  1981. 

However,  the  Turkish  Government's  expansionary  fiscal  and 
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monetary  policies  tended  to  sustain  an  average  real  GDP  growth 
rate  of  8.6  percent  during  the  1973-76  time  frame.  During  the 
latter  seventies,  the  increasing  balance  of  trade  deficit,  the 
rise  in  world  benchmark  oil  prices,  the  decline  of  expatriate 
worker's  remittances,  the  increasing  debt  service  burden,  and  the 
drying  up  of  foreign  private  investment  eventually  caused  the 
domestic  boom  to  collapse.  By  mid-1977,  Turkey  was  virtually 
bankrupt,  and  remained  in  serious  trouble  until  the  takeover  of 
the  government  by  the  military  in  1980. 

Many  of  the  policies  introduced  by  the  military  government 
had  short  and  medium  term  economic  effects:  reduced  public  sec¬ 
tor  deficits,  higher  taxes,  tighter  controls  on  expenditures, 
lower  domestic  credit  ceilings,  depreciation  of  the  lira,  and 
wage,  price,  and  import  controls  resulted  in  decreased  inflation, 
increased  savings,  and  a  turnaround  in  the  export  market  for 
Turkish  goods.  Real  GDP  rose  by  4.2  percent  in  1981,  compared  to 
a  0.6  percent  decline  in  1980. 

In  1982,  real  GDP  grew  by  about  3.4  per  cere  .  dowr.  somewhat 
from  the  rate  in  1981.  The  lower  rate  was  due  primarily  to  the 
continued  world-wide  recession.  Industrial  output  rose  about  5 
percent  compared  to  7.8  percent  in  1981,  and  agricultural  produc¬ 
tion  increased  about  3  percent.  Exports  rose  about  6  percent, 
and  the  trade  deficit  declined  from  4.2  billion  dollars  in  1981 
to  about  4.1  billion  in  1982.  The  current,  account  deficit 


contracted  to  about  1.9  billion  dollars,  the  lowest  level  since 
1979.  However,  inflation  increased  to  about  40  percent  in  1982 
compared  to  30  percent  in  1981.  This  increase  was  due,  in  part, 
to  large  depreciations  in  the  international  value  of  the  Turkish 
lira,  which  increased  import  prices.  Also,  there  was  a  signifi¬ 
cant  increase  in  the  money  supply  during  1982. 

Turkey's  real  GDP  growth  rate  increased  somewhat  in  1983  com¬ 
pared  to  1982,  due  primarily  to  th*»  genera]  increase  in  European 
economic  activity  during  the  same  period.  Turkey's  exports  con¬ 
tinued  to  expand  in  1983,  and  the  current  account  and  trade  defi¬ 
cits  continued  to  decline.  Additional  tax  reforms  and  higher  tax 
revenues  will  tend  to  reduce  the  government  budget  deficit,  which 
eased  the  pressure  on  financial  markets  and  reduced  inflation. 

For  1984  and  beyond,  the  outlook  for  the  Turkish  economy 
depends,  in  large  part,  upon  the  growth  rate  of  exports. 
Turkey's  comparative  advantage  lies  in  agricultural  and  forest 
products,  minerals,  relatively  inexpensive  labor,  and  its  loca¬ 
tion  as  a  major  East-West  nodal  point  of  world  trade. 

The  Middle  East  has  assumed  increasing  importance  as  a  market 
for  Turkish  exports.  Apart  from  processed  food,  the  principal 
Turkish  export  commodities  to  this  region  include  clothing,  auto¬ 
motive  products,  iron  and  steel  products,  cement,  and  glass. 
Despite  the  growing  value  of  Mid-Eastern  trade  to  Turkish  firms, 


exports  from  Turkey  represent  only  a  small  proportion  of  the 
manufactured  imports  to  these  countries.  Although  there  should 
be  a  cautious  interpretation  of  the  recent  upsurge  in  sales  to 
warring  Iran  and  Iraq,  Turkey  has  excellent  possibilities  to 
export  relatively  simple  engineering  goods,  processed  foods, 
cement,  and  various  chemicals  to  the  markets  of  the  Middle  East. 

The  rapid  growth  of  exports  to  the  Middle  East  and  the  slow 
expansion  of  exports  in  textiles  and  clothing  have  reduced  the 
share  of  European  Common  Market  countries  in  Turkish  manufactured 
export  trade.  Nevertheless,  this  share  was  estimated  at  29  per¬ 
cent  in  1982,  and  there  is  the  potential  for  Turkey  to  expand  its 
exports  to  the  European  Economic  Community  (EEC)  under  the  asso¬ 
ciation  agreement  that  provides  for  preferential  entries.  This, 
however,  would  require  a  substantial  change  in  Turkey's  export 
mix,  since  textiles  and  clothing  are  subject  to  quotas  under  the 
multi-fiber  agreement.  While  quotas  for  several  products  have 
not  been  binding  and  expectations  are  that  Turkey  would  receive 
preferential  treatment  ir.  the  alb.  cation  c  '  future  quota;-  ,  much 
of  the  expansion  in  textiles  and  clothing  exports  to  EE'  markets 
would  have  to  take  the  form  of  up  ;  r  ad  i  rig  p:  or  com  pc  •  .  :  t  o  •;  ,p.d 
qualify.  On  the  other  hand,  the  EEC  provides  a  large  growing 
market  for  sophisticated  engineering  products.  Although  Turkey 
may  be  able  to  produce  these  goods  in  large  quantities  in  the 
future,  it  certainly  is  not  able  to  do  so  now. 


Thus,  there  is  substantial  potential  for  expansion  of  Turkish 
manufactured  goods  exports  during  the  period  1984-91.  However, 
there  are  also  factors  which  may  prevent  this  expansion.  First, 
rapid  increases  in  Turkish  exports  since  September  1980  have 
responded  to  government  incentives,  a  more  stable  political  and 
economic  climate,  and  the  availability  of  unused  capacity.  Once 
domestic  demand  begins  to  rise  significantly,  high  export  growth 
can  be  maintained  only  if  substantial  export-oriented  investments 
are  undertaken.  A  second  factor  >hi ch  may  binder  further  export 
growth  is  the  recent  heavy  reliance  on  export  credits  and  tax 
rebates  to  private  industries.  This  system  of  subsidies  has  a 
number  of  disadvantages.  Export  subsidies  are  subject  to  retali¬ 
ation  under  GATT  rules.  Developed  countries  may  apply  retalia¬ 
tory  measures,  once  Turkish  exports  substantially  increase  in 
value.  Also,  retention  of  the  subsidy  system  tends  to  increase 
public-sector  deficits  and,  thus,  to  increase  inflationary  pres¬ 
sures  on  the  economy.  A  third  export-retarding  factor  involves 
Turkey's  present  export  mix,  which  is  almost  entirely  composed  of 
nondurable  consumer  goods.  If  Turkey  is  to  sustain  its  export 
growth  rate,  the  mix  of  goods  exported  will  have  to  involve 
increasing  amounts  of  durable  goods  and  engineering  products. 
Although  nondurable  consumer  goods  do  not  require  sophisticated 
technologies  in  either  sales  or  production,  these  goods  will 
inevitably  face  formidable  competition  from  other  low  labor  cost 
exporters  in  the  Far  East  ;<nd  Latin  America.  In  addition, 
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certain  nondurable  good  imports  are  being  shut  out  o£  European 
markets.  At  the  same  time,  expanding  the  electrical  and  non¬ 
electrical  machinery,  machine  tools,  and  electronics  industries 
in  Turkey  will  take  time,  probably  longer  than  a  decade,  if  the 
examples  of  Japan,  Korea,  and  Taiwan  are  comparable. 

Turkey's  total  export  growth  rate  will  decline  in  volume 
terms  from  a  present  rate  in  excess  of  20  percent  per  annum  to 
about  15  percent  per  annum  during  the  1984-91  period.  However, 
Turkey  should  be  able  to  continue  its  export  of  some  of  its 
surplus  labor,  and  remittances  will  grow  moderately  during  the 
1984-91  period.  Remittances  of  profits  from  the  execution  of 
engineering  contracts  in  Middle  Eastern  countries  and  net  earn¬ 
ings  from  tourism  are  also  expected  to  increase. 

As  for  imports,  an  elasticity  of  1.2  with  respect  to  real  GDP 
was  calculated  based  on  historical  data,  although  it  was  diffi¬ 
cult  to  establish  a  statistically  significant  relationship 
between  import  volume  demand  and  real  GDP  based  on  3n  annual  time 
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financed,  given  Turkey's  debt-service  ratio  of  28  percent.  Fore¬ 
casts  of  Turkey's  major  economic  and  balance  of  payments  indica¬ 
tors  for  the  period  1978-91  are  included  in  Table  42. 

The  U.S.  Government  share  of  Turkey's  external  public  debt 
service  is  relatively  large.  Including  FMS,  AID,  Ex-Im  Bank, 
Export  Credits  and  PL  480,  the  U.S.  Government  share  amounted  to 
about  18.5  percent  in  FY  1983.  Since  Turkey's  external  private 
dent  is  quite  small,  the  18.5  percent  figure  can  also  be  con¬ 
sidered  a  good  approximation  of  the  U.S.  Government  share  of 
Turkey's  total  external  debt  service.  If  no  new  loans  are 
obtained,  the  U.S.  Government  share  will  grow  to  about  20  percent 
in  FY  1988,  and  will  drop  slowly  thereafter.  Table  41  provides 
debt  service  details. 

A  majority  of  the  U.S.  Government  share  of  Turkey's  debt  ser¬ 
vice  burden  is  accounted  for  by  FMS.  In  FY  1983,  FMS  accounted 
for  10.8  percent  of  total  debt  service.  If  no  new  loans  are 
obtained,  this  share  will  grow  to  12.7  percent  by  1988. 

Turkey's  debt  service  ratio  amounted  to  28  percent  in  1983. 
Assuming  that  Turkey's  GDP  will  continue  to  grow  at  less  than  5 
percent  over  the  1984-88  time  frame,  that  external  borrowing  by 
the  Turkish  Government  will  remain  at  current  levels,  and  that 
Turkish  exports  will  remain  competitive  in  world  markets,  the 
balance  of  trade  deficit  will  continue  to  decrease  over  the 
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TURKEY:  DEBT  SERVICE  ON  EXISTING  LOANS 


THE  FORECAST  FOR  VENEZUELA 


Following  four  consecutive  years  of  stagnant  real  growth  due 
largely  to  private  capital  flight,  falling  oil  revenues,  and  a 
growing  foreign  debt  service  burden,  the  Venezuelan  economy  faced 
another  period  of  recession  in  1983.  Following  a  0.4  percent 
decline  in  GDP  in  1982,  Venezuela  registered  a  further  decline  of 
2.5  percent  in  1983.  Renewed  inflationary  pressures  and  external 
liquidity  constraints  will  accompany  deteriorating  economic 
activity  well  into  1984.  For  1984-88,  expected  GDP  growth  will 
average  only  about  2-3  percent  per  year. 

Venezuela's  foreign  exchange  reserves  fell  by  1.4  billion 
dollars  during  the  first  two  months  of  1983.  On  February  20, 
1983,  the  government  suspended  foreign  currency  sales  and  imposed 
two-tiered  exchange  controls,  which  accomplished  a  48  percent 
devaluation  of  the  bolivar  with  regard  to  the  U.S.  dollar. 
Short-term  price  controls  and  import  constraints  on  luxury  goods 
(autos,  consumer  electronics,  etc.)  were  imposed  to  reduce  infla¬ 
tion  and  reduce  the  economy's  foreign  exchange  outflow  for  the 
remainder  of  this  year. 

Despite  high  real  domestic  interest  rate:  ,  private  . *al 
continued  to  flow  out  oi  the  count :  y  at  an  a’  :  r  ;,o  -,,r,  ,  ;  *  re 
last  six  months  of  1982.  This  outflow  of  capival  wa<;  due  largely 
to  speculation  about  the  potential  for  exchange  controls  and  a 
devaluation  of  the  bolivar.  Ur.uer  the  new  exchange  .  y:-ten,,  a 


preferential  rate  of  4.23  bolivars  per  dollar  was  set  for 
public-sector  export  revenues,  essential  imports,  and  registered 
foreign  public  debt  service  payments.  Private-sector  export 
receipts  and  other  import  payments  will  be  converted  at  a  6 
bolivars  per  dollar  exchange  rate.  A  free-market  rate  of  approx¬ 
imately  7.5  to  9  bolivars  per  dollar  prevailed  in  the  initial 
stages  the  new  exchange  system. 

In  addition  to  high  private  sector  capital  outflows,  the 
decline  in  Venezuela's  foreign  exchange  reserves  was  exacerbated 
by  continued  declines  in  oil  export  revenues.  In  1982,  per¬ 
sistent  high  levels  of  worldwide  oil  production,  the  worldwide 
recession,  and  energy  conservation  efforts  by  industrialized 
nations  resulted  in  a  13.7  percent  fall  in  Venezuela's  oil  export 
volume  and  an  estimated  7  percent  fall  in  average  oil  prices,  to 
27  dollars  per  barrel. 

As  burdensome  as  the  reduction  in  1983  oil  exports  have  been, 
Venezuela's  liquidity  pressures  have  also  been  increased  by  dif¬ 
ficulties  in  rescheduling  its  short-term  external  public  debt. 
The  government  is  attempting  to  reschedule  9.3  billion  dollars  of 
short-term  external  public  debt  due  in  1983  into  2-  to  7-year 
credits,  although  a  general  refinancing  of  the  government's  total 
external  debt,  possible  under  the  auspices  of  an  IMF  program,  is 
becoming  increasingly  likely.  Insufficient  subscription  draw¬ 
downs  on  several  large  public-sector  agency  rescheduling 


V 


syndications,  widely  reported  interest  and  principal  arrearages 
(both  before  and  during  the  suspension  of  foreign  exchange  sales) 
and  an  inability  to  extend  or  roll  over  maturing  long-term  debts 
have  thus  far  blocked  the  government's  efforts  to  ease  the 
economy's  foreign  debt  service  burden,  and  will  create  roadblocks 
to  an  overall  debt  rescheduling. 

The  government's  success  in  rescheduling  its  external  public 
debt  in  1983  will  be  the  key  determinant  of  the  new  exchange  con¬ 
trol  system's  ability  to  reduce  external  liquidity  pressures  and 
stem  continuing  declines  in  foreign  exchange  reserves.  More 
importantly,  a  failure  to  implement  an  effective  debt-scheduling 
program  during  1983-84  will  undermine  the  new  exchange  rate  sys¬ 
tem  and  force  the  government  to  devalue  the  bolivar  even  further, 
as  foreign  exchange  reserves  continue  to  decline. 

Despite  the  stabilization  of  benchmark  oil  prices  in  1983-84, 
Venezuela's  economy  cannot  realistically  look  forward  to  a  sub¬ 
stantial  and  sustainable  recovery  beginning  in  1984.  in  particu¬ 
lar,  inflationary  problems  are  expected  to  continue  os  a  result 
of  relatively  low  oil  exports,  declinin'.  : •’<  <  i gi  t  x  -h. un¬ 
reserves,  the  debt  service  burden,  and  a  cut  >tan*iai  dependence 
on  imports  of  manuf  acturec  products.  Forecasts  a:  t  pi  >:  v  ;».<•.!  in 
Tables  43  through  46. 
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Despite  the  impact  of  new  import  restrictions,  the  trade 
surplus  will  stabilize  at  a  low  3.2  billion  dollars  in  1983,  as 
falling  oil  export  revenues  offset  the  impact  of  declining  mer¬ 
chandise  imports.  The  current  account  is  expected  to  show  a 
deficit  of  400  million  dollars  in  1983,  thereby  precipitating 
additional  loans,  and  financing  requirements  of  4.8  billion  dol¬ 
lars  for  the  same  period. 

The  U.S.  Government  portion  of  the  Venezuelan  debt  service 

4  6 

burden  is  insignifcant .  Total  U.S.  Government  assistance 
loans,  including  AID  and  Ex-Im  Bank,  amounted  to  only  0.42  per¬ 
cent  of  the  Venezuela  debt  service  burden  in  1983.  If  no  new 
loans  are  obtained,  the  U.S.  share  of  the  burden  will  grow  to 
only  0.8  percent  in  1985,  and  will  decline  thereafter.  The  U.S. 
does  not  currently  have  FMS ,  export  credit,  or  PL-480  loan  to 
Venezuela.  Details  are  provided  in  Table  43. 

Clearly,  there  are  three  major  risks  to  economic  recovery  for 
Venezuela  for  the  period  1984-88:  falling  foreign  exchange 
reserves,  falling  world  oil  prices,  and  failure  to  reschedule 
external  debt.  The  imposition  of  fixed  exchange  rates  remains  a 
government  policy  option  which  will  likely  be  maintained,  partic¬ 
ularly  if  world  oil  prices  and  production  remain  at  current  low 
levels.  Although  the  risk  of  an  all-out  OPEC  oil  price  war  is 
low,  a  benchmark  price  of  below  25  dollars  per  barrel  would  have 
disastrous  impact  on  the  Venezuelan  balance  of  payments.  Under 


relatively  optimistic  conditions,  the  debt  service  burden  for 
Venezuela  will  grow  from  70.6  percent  in  1983,  and  will  decline 
to  43.9  percent  in  1987.  In  particular,  if  oil  prices  drop  below 
25  dollars  per  barrel  and  if  the  current  debt  burden  cannot  be 
rescheduled,  Venezuela  faces  the  strong  probability  of  default.47 
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THE  FORECAST  FOR  ZIMBABWE 

During  the  sixties  and  seventies,  Zimbabwe's  economic  per¬ 
formance  was  shaped  by  the  country's  political  turmoil  and  subse¬ 
quent  civil  war.  In  1965,  this  former  British  colony  declared 
unilateral  independence,  a  move  that  was  followed  by  a  civil  war 
between  whites  and  certain  native  black  groups  over  social 
reforms  and  voting  rights.  In  1979,  the  British  negotiated  a 
cease-fire  between  the  white-dominated  government  and  the  black 
rebels.  Robert  Mugabe,  a  former  rebel  leader,  was  elected 
president,  and  on  April  18,  1980,  Zimbabwe,  formerly  Rhodesia, 
officially  became  independent  from  British  rule. 

Zimbabwe's  economic  activity  gradually  declined  during  the 
decade  of  the  seventies.  During  the  period  1970-74,  the  former 
colony's  economy  performed  very  well,  with  real  GDP  growth 
averaging  8.4  percent  annually.  However,  a  real  GDP  declined  an 
average  of  2.9  percent  per  year  during  the  period  1975-79,  as  the 
civil  war  and  international  sanctions  began  to  exert  a  negative 
impact.  Although  government  expenditure  for  defense  rose  sharply 
during  this  period,  non-defense  spending  dropped,  and  monetary 


controls  were  tightened  .  Aar  i  eu  '  ‘  ura  1  p*_*‘ 
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result  of  the  war  and  a  concurrent  severe  <.  r  •"  no '  t  •  r  1.973  -  7g  , 


Inflationary  pressai  e  wao  st  or  g  d..r  ir.g  th* 


u  J  t_  r  O 


government  deficits,  which  amount en  to  14  percent  of  GDP  by  1979. 
Price  controls  kept  tic  actual  avc.  «.»**  annual  *  i  •  i  ...  t  >  •  >n  to  about 


8.8  percent 
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the  decade.  Also,  i mpor 


restrictions 
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prevented  a  nubs  ,;:ial  deterioration  in  the  balance  of  payments. 

After  cessation  of  hostilities  in  1979,  international  sanc¬ 
tions  were  lifted  and  the  economy  began  to  recover  from  the  war. 
GDP  grew  11.7  perce  ■„  in  1980.  Private  consumption  grew  15  per¬ 
cent,  and  governmer'  spending  rose  15.3  percent.  Manufacturing 
growth  i.ncreasec  substantially  in  response  to  consumer  and 
government  spending  and  greater  volumes  of  taw  material  and 
intermediate  good  import.  High  gold  and  silver  prices  resulted 
in  a  strong  performance  by  the  mining  sector.  However,  inflation 
rose  to  11.3  percent  in  1  980  compared  to  |Q.8  percent  in  1979  . 
The  government  fcudqet  deficit  dropped  to  9  percent  of  GDP  from 
the  14  percent  level  in  1979. 

In  1931,  real  GDP  growth  slowed  to  7.5  percent,  down  from 
11.7  percent  in  198C.  Weakness  in  mining  exports,  transportation 
difficulties,  and  short  a  jes  of  foreign  exchange  reserves  v/ere  the 
primary  causes  of  the  slowdown.  However,  agriculture  production 
and  personal  arc  government  consumption  expenditures  showed 
strong  increases.  Inflation  accelerated  to  16  p  rcent.,  and  the 
budget  deficit  war  massive.  The  current  account  deficit  widened 
to  588  mi  1  «oi,  v Hi  ..,  up  f  •.  _,,r  236  million  in  1980,  Capital 
inflows  weakened  in  1981,  reflecting  the  uncertain  political  sta¬ 
bility  and  hesitancy  on  the  part  of  foreign  investors. 

In  1982,  Gdp  declined  slightly,  with  weakness  prevalent  in 


mining,  manufacturing,  and  agriculture.  Inflation  increased  to 
17  percent.  Stagnant  exports,  sluggish  investment,  and  recent 
austerity  measures  by  the  government  resulted  in  a  continued 
period  of  recession  in  early  1983. 

After  three  years  of  acknowledged  independence  during  which 
the  budget  almost  doubled,  the  Zimbabwe  Government  publicized  a 
restrained  budget  of  2.78  billion  dollars  for  1983-84,  18  percent 
lower  than  the  1982-83  budget  in  real  terms.  Finance  Minister 
Bernard  Chidzero,  outlining  the  nation's  fourth  budget  against  a 
background  of  economic  stagnation  and  a  severe  drought,  said  that 
"his  standstill  prescription"  would  be  unpopular  with  the  black 
majority  that  elected  Prime  Minister  Mugabe  in  1980.  Still,  the 

spending  cuts  fell  short  of  what  had  been  expected  in  some 
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Western  diplomatic  circles. 

Government  belt-tightening  measures  included  a  50  percent  cut 
in  food  subsidies.  Sales  taxes,  covering  both  the  wholesale  and 
retail  levels,  were  increased  from  16  to  18  percent  and  from  19 
to  23  percent,  respect  ively .  The  minimum  wagr  remained  at  the 
January  1982  level. 

Mr.  Chidzero  proposed  a  new  minimum  tv  .  •  <  ;  ■_  r  ■  on 
incomes  of  more  than  99  dollars  per  month,  which  moans  more 
blacks  will  have  to  pay  income  taxes.  Currently,  most  taxpayers 
are  white  in  highet  brackets .  The  broadened  tax  bc»s»  a  expected 


to  increase  rever  't»  by  8.9  million  dollars. 

Progressive  personal  income  tax  rates  rose  to  63  percent  from 
60  percent  at  the  up  level,  and  business  income  will  be  taxed  at 
a  rate  of  54  percent,  up  from  51.5  percent.  The  Minister  ack¬ 
nowledged  that  thf  tax  increases  aren't  likely  to  encourage 
investment  in  Zimbabwe,  which  so  far  hasn't  attracted  much 
foreign  capital  investment.  He  said  drastic  measures  were 
needed,  however,  because  after  growing  rapidly  in  the  first  two 
years  of  independence,  Zimbabwe's  economy  registered  a  "very  poor 
performance"  last  year,  expanding  only  I  percent.  He  said  the 
country's  mining  sector  was  further  depressed  by  the  interna¬ 
tional  recession  and  agriculture,  the  other  mainstay  of  the  econ¬ 
omy,  was  devastated  by  the  drought.  Mr.  Chidzero  didn't  mention 
any  plan  to  reduce  the  size  of  the  bureaucracy,  as  the  IMF  recom¬ 
mended  earlier  this  year,  but  there  were  rumors  that  a  cabinet 
shuffle  was  imminent.  Under  the  proposed  budget,  only  the 
defense,  education  and  culture  and  health  ministries  will  get 

more  money  this  yea"  than  last.  All  other  allocations  are  to  be 
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reduced  or  remain  the  same. 

For  the  period  1984—88 ,  the  Government  of  Zimbabwe  faces  a 
number  of  difficult  economic  issues  that  are  essential  to  the 
country's  ability  to  attain  a  stable  pattern  of  sustainable 
growth.  These  include  the  problem  of  land  redistribution,  which 
was  a  major  issue  of  the  civil  war,  job  creation  to  account  tor 

•'  4 


the  2.9  percent  annual  growth  of  the  labor  force,  increasing 
investment  in  manufacturing,  and  improving  the  transportation  and 
energy  infrastructure.  Land  reform  must  balance  the  desire  of 
black  Africans  for  more  land  against  the  need  to  maintain  agri¬ 
cultural  exports  from  larger  commercial  farms  owned  by  whites. 
The  future  growth  of  investment  in  Zimbabwe  will  depend  to  a 
large  degree  on  the  country's  development  policies.  Although 
President  Mugabe  recognizes  the  need  for  Western  skills  and  capi¬ 
tal,  his  ideological  orientation  is  socialist-Marxist.  Uncer¬ 
tainty  presently  exists  over  the  country's  official  attitude 
toward  foreign  investment,  repatriation  of  profits,  and  the 
degree  of  official  commitment  to  a  mixed  economy.  This  political 
risk  is  constraining  the  growth  of  both  foreign  and  domestic 
investment,  both  of  which  are  necessary  to  modernize  the  capital 
resources  of  the  economy.  The  country  also  faces  problems  in 
transport  and  energy.  Railroads  are  essential  for  the  transpor¬ 
tation  of  exports,  especially  agricultural  goods.  A  shortage  of 
skilled  workers,  deteriorating  equipment  after  years  of  sanc¬ 
tions,  and  scarce  financial  resources  are  the  major  problems 
plaguing  the  r a  i  ’  oad .  The  country  is  very  .irpr-noent  <'n  ~>i  ; 
imports,  with  oil  currently  comprising  10  to  10  percent  •>’  total 
imports,  with  limited  prospect  for  future  reduct i  !i..w«  vcr , 
the  recent  decline  in  world  oil  prices  should  alleviate  the  cost 
of  oil  imports  son.ewnat  over  the  1963-84  period. 


During  the  pt.  >  iod  1984-91,  the  real  growth  rate  of  the  econ¬ 
omy  is  expected  u>  he  sluggish.  The  financial  imbalances  of  the 
country,  reflected  in  both  balance  of  payments  and  fiscal  defi¬ 
cits,  are  also  expected  to  result  in  slower  growth  of  economic 
activity  as  the  government  continues  to  rely  on  high  interest 
rates  to  control  the  growth  of  credit. 

The  expected  sluggish  growth  of  the  economy  will  be  widely 
diffused  throughout  productive  sectors.  In  the  manufacturing 
sector,  shortages  of  skilled  labor  and  foreign  exchange  for 
imports  of  necessary  inputs  will  adversely  affect  production. 
Future  growth  prospects  for  the  manufacturing  sector  will  depend 
upon  increased  investment,  as  much  of  the  sector's  equipment  and 
machinery  is  worn  out  and  in  need  of  replacement,  but  uncertainty 
over  the  future  course  of  government  policies  is  expected  to  lead 
to  continued  hesitancy  of  private  investment,  particularly  from 
fc re i gn  sou rces . 

shortages  of  k: live)  workers  and  difficulties  in  transporting 
exports  will  ex^it  a  negative  influence  on  growth  of  the  mining 
sector.  The  reluct  once  of  private  owners  to  expand  investment 
due  to  uncertain''-.'  over  the  government's  future  role  also  clouds 
the  outlook  for  production.  At  present,  government  involvement 
in  production  and  marketing  is  expected  to  increase,  but  the 
degree  of  participation  is  likely  to  be  limited  by  the  desire  to 
encourage  foreign  investment. 
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Agriculture  will  continue  to  be  very  important  to  the  econ¬ 
omy,  especially  in  its  contribution  to  exports.  However,  the 
adjustment  of  this  sector  to  land  reform  efforts  may  prove  diffi¬ 
cult  as  Zimbabwe  attempts  to  reconcile  the  need  to  retain  the 
productive  capacity  of  white  commercial  farms  for  exports  with 
the  need  to  satisfy  the  pent-up  black  African  desire  for  land. 

The  long-term  outlook  for  the  balance  of  trade  is  fairly 
positive.  Although  some  weakness  in  export  volume  is  anticipated 
as  productive  sectors  continue  tc  adapt  to  new  circumstances,  the 
expected  recovery  in  commodity  prices  over  1984-85  and  improve¬ 
ment  in  price  competitiveness  will  result  in  recovery  of  export 
revenues.  In  addition,  import  growth  will  continue  to  be  limited 
by  foreign  exchange  availability  as  well  as  by  the  impact  of  the 
devaluation.  Thus,  trade  deficits  and  current  account  deficits 
will  remain  small  and  manageable. 

Foreign  aid  levels  will  remain  fairly  high,  no  significant 
increase  in  foreign  investment  is  anticipated,  reflecting  the 
growing  perception  by  investors  of  political  risk.  In  addition, 
foreign  bo  r  towing  is  net  expected  to  i  nor  eat  t  ...  ,:ny  sign!  icant. 
degree,  primarily  **»s  a  result  of  heightened  ‘ears  of  pc'  i  *  .-al 
instability. 

The  U.S.  Government  share  of  Zimbabwe's  external  public  debt 
service  is  small,  amounting  to  less  than  1  percent  m  ll.S.  FY 


1983.  If  no  new  ‘cieign  loans  are  obtained,  the  U.S.  share  will 
rise  to  9  percent  in  1989.  All  U.S.  Government  loans  to  Zimbabwe 
are  accounted  for  by  the  Ex-Im  Bank;  there  are  no  FMS  or  other 
U.S.  loans. 

The  Zimbabwe  pur  lie  debt  service  ratio  is  also  small,  amount¬ 
ing  to  less  than  6  percent  in  1983.  However,  data  on  private 
debt  are  not  available.  If  political  stability  is  achieved  and 
if  expropriation  of  commercial  farms  is  avoided,  Zimbabwe  can 
expect  a  slow  GDP  growth  rate  of  3  to  5  percent  during  the  period 
1984-91.  Also  the  trade  surplus  can  be  expected  to  grow  steadily 
to  about  815  million  dollars  in  1991.  Foreign  investment  will 
also  increase.  If  political  stability  is  not  achieved,  and  if 
socialist  policies  with  regard  to  industry  and  agriculture  are 
followed,  Zimbabwe's  economic  future  would  appear  to  be  grim 
indeed.  Tables  46  and  47  provide  the  more  optimistic  forecast.^0 
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FOOTNOTES 


^Many  economic  loans  are  concessional  because  they  are  pro¬ 
vided  at  interest  rates  that  are  substantially  less  than  current 
U.S.  Government  cost-of -money  rates.  U.S.  Treasury  Department 
officials  have  determined  that  on  the  average,  U.S.  economic 
assistance  loans  are  provided  at  3.5  percent  annual  interest  with 
a  repayment  period  of  8  years.  Using  a  weighted  average  cost- 
of-money  interest  rate  of  10  percent  (source:  U.S.  Treasury), 
this  yields  an  average  grant  element  for  economic  assistance 
loans  of  66.6  percent.  Thus,  if  we  subtract  the  grant  element 
from  economic  assistance  loans  and  add  this  payment  to  the  grant 
category,  we  obtain  0.484  billion  dollars  in  economic  assistance 
loans  and  7.645  billion  in  economic  assistance  grants.  Histori¬ 
cally,  military  assistance  loans  have  not  been  concessional. 

2 

The  U.S.  Government  cost-of-money  interest  rate  is  based  on 
weighted  average  rates  paid  by  the  U.S.  Government  to  obtain  debt 
financing  plus  a  small  (.125  percent)  service  charge.  This 
cost-of-money  interest  rate  varies  over  time  with  the  market 
interest  rates  for  U.S.  Government  bonds.  Thus,  U.S.  cost-of- 
money  loans  for  foreign  Military  Sales  (FMS)  vary;  some  loans 
were  made  at  a  rate  as  high  as  18.55  percent  (Malaysia,  1980)  and 
as  low  as  3.00  percent  (Israel,  1974).  Also,  if  a  particular 
country  is  given  U.S.  credits  under  FMS,  it  may  withdraw  monies 
from  its  account  at  different  points  in  time  over  a  period  of 
several  years.  The  country  would  be  charged  the  prevailing 
cost-of-money  interest  rate  for  each  withdrawal. 

3The  debt  service  data  include  public  and  private  non- 
guaranteed  debt  plus  FMS-guaranteed  debt  for  Korea,  Thailand, 
Oman,  and  Pakistan.  The  data  for  the  remaining  15  countries 
include  public  debt  only  (Egypt,  Philippines,  Venezuela, 
Indonesia,  El  Salvador,  Costa  Rica,  Honduras,  Israel,  Liberia, 
Morocco,  Somalia,  Sudan,  Tunisia,  Turkey  and  Zimbabwe). 

4 

See  a  report  by  the  U.S.  General  Accounting  Office,  Donor 
Approaches  to  Development  Assistance :  Implications  fop  the 
Uni  ted  "States  ,  GAC  /  IP-*  3-2  3  ,  May  4  ,  1*58  3  74;755T.  'Also'  .-.ee  'a 
second  GAO  report,  Political  and  Econom  ■  •  rrs  Inf )  neiiO  inc[ 
Economic  Support  Fund  Programs ,  GAO/ID-8  3- 5 .1 ,  Are  ti  ]?,  1983  'or 
c  r  i  ter  l  a  for  us  i  nq  Economic  Support  Fund'1. 

See  The  World  of  the  Multi  r.a  1 1  on  a  1  Ccipoui  r. ..  o  ,  a  :  >c  imen- 

tary  by  CalTfornTa  Newsreels,  19T3\  Many  examples  of  prominent 
individuals  moving  between  positions  in  the  multinationals  and  in 
government  can  be  cited. 
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Foreign  Assi stance  Act  of  197  4  ,  Report  of  the  Committee  on 
Foreign  Relations  U.S.  Senate,  93rd  Congress,  2nd  Session, 
Government  Printing  Office,  November  29,  1974,  p.  81. 

7Farthing,  Fred  G.,  Jr.,  op.  cit.,  pp.  9-11.  Also  see 
Stern,  Thomas,  "Department  Discussed  Policy  on  the  Sale  of  U.S. 
Military  Articles  and  Services,"  Department  of  State  Bulletin, 
No.  73,  July  21,  p.  100. 
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Farthing,  Fred  G.,  Jr.,  op.  cit.,  p.  8. 

9 

Gansler,  The  Defense  Industry ,  Cambridge,  MA,  M.I.T.  Press, 

1981,  p.  217. 

10Brown,  Harold,  Department  of  Defense  Annual  Report,  FY 

1982,  p.  221.  '  ‘  ~ 

1 'Brown,  Harold,  op.  cit.,  pp ,  221-225. 

1  2  Fox ,  J.  Ronald,  Arming  Amer i ca ,  Gtcd^ate  School  of  Busi¬ 
ness  Administration,  Harvard  University,  Boston,  1974,  pp.  287- 
330  . 

13Winn,  Lynton  T.  and  Dunlap,  James  L.,  op.  cit.,  pp.  1-73. 

14 

Gansler,  op.  cit.  pp.  204-205.  Also  see  Brown,  Harold, 
Department  of  Defense  Annual  Reports ,  FY  1980  ,  1981  and  1982 ,  and 
the  Congressional  Budget  Office  Five-Year  Budget  Projections  and 
Alternative  Budget  Strategies  for  Fiscal  Years  1980-1984 ,  U.S. 
Government  Printing  Office,  Washington,  D.C.,  pp.  28-34.  Also, 
direct  commercial  sales  by  U.S.  firms  to  foreign  nations  have 
increased  from  0.547  billion  dollars  in  FY  1975  to  2.089  billion 
dollars  in  FY  1981.  Licenses  granted  for  future  commercial  con¬ 
tracts  indicate  that  these  sales  may  increase  dramatically  in  the 
near  future.  (Source:  Munitions  Control  Board) 

3:>In  the  past,  FMS  loans  have  been  made  at  interest  rates 
which  reflect  the  cost  of  money  to  the  U.S.  Treasury  at  the  time 
the  loaned  funds  were  actually  drawn  upon.  For  individual  loans, 
the  interest  rate  remains  constant  over  the  pay-back  period. 

16 

Note  that  because  the  payments  for  the  FMS  loan  specify  an 
increase  of  W2-W1  in  defense  spending,  and  because  we  have 
assumed  that  the  same  proportion  of  defense  and  non-defense 
goods,  the  budget  line  must  shift  the  following  amount  to  accom¬ 
modate  both  of  these  conditions:  [(W2-W1)2  +  (Q2-Q1)2].  Shifts 

of  less  than  this  amount  will  result  in  a  suboptimal  condition. 
If  neither  loss  nor  gain  of  non-defense  goods  is  assumed  as  a 
minimum  acceptable  position,  then  the  growth  of  country  A  must  be 


at  least  as  great  as  the  increase  in  defense  payments.  In  a 
number  of  countries  (Egypt,  Turkey,  the  Sudan,  for  example),  even 
this  condition  has  not  been  achieved. 

17 

Farthing,  Fred  G.,  op.  cit.,  p.  18.  Also  see  Schandler, 
Herbert  Y.,  "Summary  of  U.S.  Arms  Transfer  and  Security  Assis¬ 
tance  Programs,"  Cong  res  s i ona 1  Research  Services  ,  Library  of 
Congress,  September  3 ,  1$75 . 

18 

See  National  Advisory  Council  Annual  Report,  International 
Finance ,  FY  1981,  U.S.  Government  Printing  Office,  Washington , 
D.C.  Also  see  data  on  LDC  debt  collected  by  the  World  Bank, 
1971-82. 

19 

International  Finance ,  op.  cit.  Also,  see  Chase 
Econometrics  Far  East  Service  Forecasts,  1982. 

20 

Israel  and  Egypt  are  obvious  exceptions. 

2 1 

The  World  Bank  uses  four  categories  based  on  per  capita 
income  at  1979  U.S.  dollars:  (1)  $345  or  less,  (2)  $680  or  less, 
(3)  $1404  or  less,  and  (4)  $1405  or  more. 

22 

See  Chase  Econometrics  Data  Base  Manual  Far  East  Forecast, 
Chase  Econometrics  Interactive  Data  Corporation,  1983.  Also, 
additional  modeling  information  was  obtained  from  Chase 
Econometr ics ,  Wharton,  and  Department  of  Defense  Analysts. 

2  3 

The  primary  sources  for  the  Costa  Rican  forecast  were  the 
World  Bank  and  certain  internal  Department  of  Defense  publica¬ 
tions.  Data  are  current  as  of  June  1983. 

24 

The  6.0  percent  growth  rate  is  based  upon  data  acquired  by 
Wharton  in  the  fourth  quarter  of  1982.  Experts  in  the  DOD 
disagree,  and  have  indicated  a  lower,  even  slightly  negative, 
growth  rate  for  1981-82.  However,  unclassified  documents  were 
not  available  to  confirm  a  negative  growth  rati  . 

°  5 

A  stakin':  «-'e*fur»’  of  t'-'~-  Fy/p'  •  -,v  ,  .  on*  - 

budget  was  the  steep  rise  m  military  ox;  rare  s .  ,  •.  lacy 

spending  was  revised  upwards  from  a  p'-oe  am-med  i  .  bi  ;  i  ion 
pounds  *  >  an  a^i-i-;'  1 . 57  h  !  1  .  -  no  ]  :  .  •  •  • 

spend i  ng  : expected  to  j  •  .  .  .-  n  i  .  ■  . 

for  an  overall  rise  of  25  percent  from  procr  ammeo  198  -32  expen¬ 
ditures. 


The  primar  ;ources  for  the  Egyptian  forecasts  were  the 
World  Bank,  Whari  .1  Econometrics  Forecasts,  Mr  ddle  East  Economic 
Outlook ,  April  1961,  and  certain  Department  of  Defense  interna] 
reports,  1982-83. 

27 

The  primary  sources  for  the  El  Salvadorian  forecast  were 
the  World  Bank,  U.S.  Embassy  reports  (1982-83),  and  certain 
Department  of  Defen  e  internal  reports,  1982-83. 

?  ft 

Exact  data  fo  the  1982  and  1983  deficits  are  unavailable. 
However,  deficits  .-bove  $300  million  were  expected  for  both 
yea  r  s  . 

29 

Source:  Agency  for  International  Development,  U.S.  Ove  r - 
seas  Loans  and  Grants ,  July  1,  1965-September  30,  1982,  Cong-R- 
0105,  September  1982,  p.  51. 

3(1 

Tne  primary  sources  for  tie  Hondura.,  forecast  were  the 
W01  Id  Ea.  '•  ,  the  U.S.  Embassy  in  !•:.  Juras,  .id  certain  internal 
Department  of  Defense  publications.  Data  - . e  as  of  June  1983. 

3  i 

"Indonesian  private  debt  service  duta  are  not  available 
from  tne  World  Bank  or  from  Chase  Econometrics.  However,  subjec¬ 
tive  information  indicated  that  substantial  private  loans  were 
obtained  largely  from  U.S.  and  Dutch  banks.  The  percentages 
given  above  were  calculated  from  Chase  Econometrics  projected 
loan  data  based  on  a  calendar  year.  These  data  are  obtained  from 
Table  14. 

3  2 

The  primary  sources  for  the  Indonesian  forecast  were  Chase 
Econometrics  Forecasts ,  January  1983,  the  World  Bank,  and  certain 
Department  of  'Defense  internal  reports,  1982-83. 

^  3The  primary  sources  for  the  Israeli  forecast  were  the 
World  Back  and  certain  Department  of  Defense  internal  rooorts, 
1982-83. 


35 

The  primary  sources  for  the  Omani  forecast  were:  U.S. 
Department  of  Commerce,  Foreign  Economic  Trends  and  Their  Impli¬ 
cations  for  the  United  States ,  U.S.  Government  Printing  Office, 
January  1983;  Wharton  Econometric  Forecasting  Associates,  Middle 
East  Economic  Outlook :  Oman ,  Wharton,  April  1983,  and  certain 
Department  of  Defense  internal  publications,  January-June  1983. 

^The  primary  sources  for  the  Pakistani  forecast  are:  The 
U.S.  Embassy,  Islamabad,  Foreign  Economic  Trends  and  Their  Impli¬ 
cations  for  the  Uni  ted  States :  Pakistan ,  FET  8  3-Dl§,  March  1983, 
and  certain  Department  of  Defense  internal  publications. 

37 

Data  on  Philippine  private  debt  service  are  not  available 
from  the  World  Bank.  However,  Chase  Econometrics  has  provided 
estimates  of  public  and  private  debt  service  for  the  period 
1983-88.  Chase  Econometrics  assumed  that  both  public  and  private 
debt  would  grow  at  a  rate  based  on  straight-line  projection  from 
the  data  over  the  period  1971-72.  For  our  projections,  we 
assumed  that  all  new  debt  obtained  during  the  period  1983-88  will 
be  from  non-U. S.  Government  sources. 

3  8 

The  primary  sources  for  the  Somalia  forecasts  were  the 
World  Bank  and  certain  Department  of  Defense  internal  reports, 
1982-83. 

39 

In  1983,  estimates  of  U.S.  debt  service  as  a  percent  of 
the  Korean  total  vary  from  11  to  12  percent  due  to  variations  in 
estimates  of  total  Korean  debt  service.  For  subsequent  years, 
the  ranges  of  estimates  are  as  follows:  1984,  13.83-15. 13;  1985, 
13.79-15.30  percent;  1986,  13.46-16.93  percent;  1987,  12.21-19.84 
percent;  1988,  9.13-19.13  percent. 

40 

In  1983,  estimates  of  FMS  debt  service  as  a  percent  of  the 
Korean  total  vary  from  5.60  to  6.33  percent,  due  to  variations  in 
estimates  of  total  Korean  debt  service.  For  subsequent  year,  the 
ranges  of  estimates  are  as  follows:  1984,  4.98-5.44  percent; 
1985,  4.06-5.51  p«.  r.-.ent;  1  986  ,  3.31-4.1  6  pcrce.-t  ;  1987  ,  1.48-4.03 
percent;  and  .~5C.  ’  4  5-5  -l"1  p<  re-'  ’  . 

4  i 

The  primarv  coerce  for  the  Sudan-::-  <  -  ,!  .  nr  ■ .:  '  the 
Wor  Id  Bank  ar.c!  ••  ?.a  in  internal  Depart;’’*-:-*  -  t  •  »>f  e,y  co-m  cs  . 
1982-83. 

^Ranges  for  forecasted  total  foreign  debt  service  are  not 
available  for  Thailand.  For  1387  a  nc  1988,  the  total  foreign 
debt  amount  includes  only  public  debt  se; vice ;  it  does  not 
include  yc  i  a  n  .!>. ’ . ' 


The  primary  sources  for  the  Thai  forecast  include  Chase 
Econometrics  Forecasts,  January  1983,  the  World  Bank,  and  certain 
Department  of  Defense  internal  reports,  1982-83. 

44 

The  primary  sources  for  the  Tunisian  forecast  include: 
IMF  documents,  March,  1983;  certain  Department  of  Defense  inter¬ 
nal  reports,  1982-83;  and  World  Bank  data  sources. 

4  5 

The  primary  sources  for  the  Turkish  forecast  include: 
Chase  Econometrics  international  Forecasts ,  January  1983;  certain 
Department  of  De  Tense  internal  reports ,  1^82-83;  and  World  Bank. 

46 

Venezuela  private  debt  service  data  are  not  available  from 
the  World  Bank  or  from  Chase  Econometrics.  However,  subjective 
information  indicates  that  private  loans,  primarily  from  major 
U.S.  banks,  are  substantial. 

analysis  include  Chase 
Jr  .  ny  1983;  certain 
19>iZ-83;  and  World  Bank 

4®Steven  Taylor,  "Zimbabwe's  Fourth  Budget  Cuts  Spending  and 
Extends  Income  Tax  to  More  Blacks,"  Wall  Street  Journal,  July  29, 
1983. 

49 

Taylor,  Wall  Street  Journal ,  July  29,  1983,  op.  cit. 

50 

The  primary  sources  for  the  Zimbabwe  forecast  include: 
Chase  Econometrics  International  Forecasts ,  January  1983,  the 
World  Bank,  and  certain  Department  of  Defense  internal  reports. 
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The  primary  sources  for  this 
Econorr.o t i  n.s  International  Fort  a:.  , 

Department  of  Defense  internal  reports, 
data  sources. 


